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AGRICULTURAL CREDIT EQUITY ACT OF 1993 



thursday october 28, 19s8 

House op Representatives, 
subcommiitee on environment, credit, 

AND Rural Development, 
Committee on Agriculture, 

Washington. DC. 
The subcommittee met, pursuant to call, at 10:10 a.m., in room 
1300, Longworth House Onice Building, Hon. Glenn English (chair- 
man of the subcommittee) presiding. 

Present: Representatives Long, Clayton, Minge, Barlow, 
Pomeroy, Holden, McKinney, Thurman, Sarpalius, Fair, Gunder- 
son, Allard, Barrett, NuBsle, and Pombo. 
Also present: Representative Dooley, member of the committee. 
Staff present: Glenda L. Temple, clerk; Dale Moore, minority 1^- 
islative coordinator; James E. McDonald; Teresa Gruber, Joe 
Dugan, Perri D'Armond, and David Ebersole. 

OPENING STATEMENT OF HON. GLENN ENGLISH. A REP- 
RESENTATIVE IN CONGRESS PROM THE OTATE OF OKLA^ 
HOMA 

Mr. Engush. The hearing will come to order. 

Today the subcommittee will hear testimony on H.R. 2211, the 
Agricultural Credit Equity Act of 1993, which was introduced ear- 
her this yeaf by our colleague Hon. Cal Dooley of California who 
has been kind enough to join us this morning. 

H.R. 2211 vrould remove or alleviate obstacles which prevent 
fanners who farm in areas with high land values and operating 
costs from participating in the Farmers Home Administration's 
guaranteed farm loan programs. Because of the labor intensive na- 
ture of many of these farms, they violate the Farmers Home Ad- 
ministration s definition of a family farm, even though th^ may be 
family owned and operated. 

Although these obstacles to participating in the FmHA's guaran- 
teed farm loan programs have often been referred to as the "Cali- 
fornia problem,'' similar situations do exist in other areas o{ the 
Nation. I am looking forward today to testimony about this particu- 
lar situation. 

[H.R 2211 foUowBi] 
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H.R.2211 



To amend the CoDMlidatad Faim and Bnnl Devdopment Act to provide 
greater aeoeaa to endit (br bmitjr fkimm wbo grow tfitaaity aopt 
or operate in hi^landeort areaa, and fir otlier puipoaea. 



IN THE HOUSE OF REPRESENTATIVES 

Hat 20, 1SS3 

Hr. IMXHS? (for hinwdf and Hr. FohbO) introdnoed the foUowing bill; which 

wu referred to the Oumnittee (m AgrieuHnre 



A BILL 

To amraid the Consolidated Farm and Rural Development 
Act to provide greater access to credit for fianiily formers 
who grow specialty crops or operate in high land cost 
areas, and for other purposes. 

1 Be it enacted by the Senate and House of Bepresenta- 

2 tives<tf the United States (^America in Congress a$seir^>led, 

3 SECnONl.SH(nT1TTLE. 

4 This Act m^ be cited as the "Agricultural Credit 

5 EqaitjrActofig^S". 
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1 BBC *. INDEZAITON OF OUABANTEBD LOAN LIMITS IN 

2 COUNnSB VIIH ABOVE AVEBACS LAND 

3 COST& 

4 (a) Guaranteed Real Estate Loans. — Section 

5 305 of the Consolidated Farm and Rural Development Act 

6 (7 U.S.C. 1925) is amended— 

7 (1) by inserting "(a)" before "The Secretary 

8 ahaO make"; 

9 (2) 1^ inserting "multiplied by the a^nstment 

10 feetor calculated under subsection (b) for the area in 

11 v4iieh the borrower is located" after "$300,000"; 

12 and 

13 (3) by adding at the end the following: 

14 "(b)(1) Upon the enactment of this sabsection, and 

15 not later than the date any Censns of Agricoltore is com- 

16 pleted, the Secretary shall calculate — 

17 "(A) the average value of land and buildings in 

18 each defined area in the United States; and 

19 "(B) the at^ustment foctor for each such area 

20 in accordance with paragrqib (2). 

21 "(2) The adjustment foctor for any defined area shall 

22 be 1.00, plus an amount that is directly proportional to 

23 the percentage (if any) by wbich the average vahie of land 

24 and buildings in the defined area exceeds the average 

25 value of land and buildings in the United States. The Sec- 
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3 

1 retaiy shall determine the proportion to be used in cal- 

2 eulating adjustment factors under this subsection. 

3 "(3) As used in paragr^b (1), the term 'de&ied 

4 area' means — 

5 "(A) a county; and 

6 "(B) any other area if the Secretaiy deems it 

7 appropriate to calculate a separate adjustment fae- 

8 tor for the area to better serve the credit needs of 

9 famify' forms in the area.". 

10 (b) Guaranteed Oper&tino Loans. — Section 313 

11 ofBachAct(7U.S.C.1943)i8amended— 

12 (1) by inserting "(a)" before "The Secretaiy 

13 shall make"; 

14 (2) by inserting "multiplied by the a^ustment 

15 factor calculated under subsection (b) For the area in 

16 which the borrower is located" after "$400,000"; 

17 and 

18 (3) by adding at the end the following: 

19 "(b)(1) Upon the enactment of (his subsection, and 

20 not later than the date atty Census of Agriculture is com- 

21 pleted, the Secretaiy shall calculate — 

22 "(A) the average value of land and buildings in 

23 each defined area in the United States; and 

24 "(B) tiie ac^nstment &ctor tor each such area 

25 in accordance with paragraph (2). 
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1 "(2) The Bt^jnstment factor for any defined area shaD 

2 be 1.00, phis an amoont that is directly proportional to 

3 the percentage (if any) by «4uch the average value of land 

4 and buildings in the defined area exceeds the average 

5 value of land and buildings in the United States. The Sec- 

6 retary shall determine the proportion to be used in eal- 

7 cnlating ac^justment factors under this subsection. 

8 "(3) As used in paragraph (1), the term 'defined 

9 area' means — 

10 "(A) a count}^ and 

11 "(B) any other area if the Secretaiy deems it 

12 ai^ropriate to calculate a separate ax^'ustment taa- 

13 tor for the area to better serve the credit needs of 

14 Eatauty fitrms in the area.". 

15 (c) Elimination of Cbiunq on Price op Psop- 

16 SKIT WmcH Mat Bb Aoquirbd Under teie Down 

17 Patubht Loan Pboobah.— Section 310E of such Act (7 

18 U.S.C. 1935) is amended— 

19 (1) in sobseetion (b)(1), by inserting "the lesser 

20 of $75,000, or" before "30"; and 

21 (2) in 8ubeeta(m (c), by striking paragr^)h (2) 

22 and redesignating paragn^th (3) as paragnqdi (2). 
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1 SEC. S. HIRBD LABOR UmTB. 

2 (a) Real Estate Loans.— Section 302 of the Con- 

3 solidated Farm and Rural Development Act (7 U.S.C. 

4 1922) is amended 1^ adding at the end the following: 

5 "(c)(1) The primaiy Eactor to be oonsidered in deter- 

6 mining Aether an applicant for a loan under this subtitle 

7 is engaged primarily and directly in forming or ranching 

8 shall be irtiether the applicant is participating in routine, 

9 ongoing form activities, and in overall decisionmaking with 

10 r^ard to the farm or ranch. 

1 1 "(2) The Secretaiy may not deny a loan under this 

12 subtitie solely because more than 2 individuals are em- 

13 ployed fUl-time in the fonning operation for which the 

14 loan is sought". 

15 (b) Opbiutino Loans.— Section 311 of such Act (7 

16 U.S.C. 1941) is amended 1^ adding at the end the foOow- 

17 ing: 

18 "(d)(1) The primary foctor to be considered in deter- 

19 mining «diether an applicant for a loan under this subtitle 

20 is engaged primarily and directly in forming or ranching 

21 shall be irtiether the applicant is partidpating in routine, 

22 ongoing form activities, and in overall ded^onmaking with 

23 regard to the fbrm or ranch. 

24 "(2) The Secretaiy may not deny a loan under this 

25 subtitie solely because more than 2 individuals are em- 



)y Google 



1 ployed fbll-tiiae in the &niung operation for iriiich the 

2 loan is soog^t.". 

3 (c) Ehbboenct Loans.— Section 321 of Bach Act (7 

4 U.S.C. 1961) is amended hy adding at the end the follow- 

5 ing: 

6 "(e)(1) The primaiy factor to be considered in deter- 

7 mining Aether an applicant for a loan under this sobtitle 

8 is engaged primarily and directly in forming or ranching 

9 shall be viiether tlie applicant is participating in routine, 

10 ongtang farm activities, and in overall decisionmakii^ with 

1 1 regard to the fonn or ranch. 

12 "(2) The Secrdaiy m^ not deny a loan under this 

13 Buhtitie solely because more than 2 individuals are em- 

14 pl(q^ foil-time in the formii^ operation for vrideh the 

15 loan is sooght.". 

16 aSCL 4. AVAILABIUIT OF CBEDTT BLSKWHBHX. 

17 Seetions 302(a)(4) and 311(a)(4) of the Ck>nsolidated 

18 Farm and Rural Devdq>ment Aet (7 U.S.C. 1922(a)(4) 

19 and 1941(a)(4)) are each amended hy inserting "and the 

20 aTBilBbilit7 of conventional sources of fonds for lending to 

21 aericoltor^ producers in the community" before the pe- 

22 riod. 

23 SEC & OBOWER4HIPPEB AGBBBHENr& 

24 (a) Real Estate Loans.-— Section 302 of the Con- 

25 stdidated Farm and Rural Development Act (7 U.S.C. 
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1 1922) is amended t^ adding after the Babsection added 

2 fay section 3(a) of this Act the following: 

3 "(d) This section shall not be constrned to prohibit 

4 the Secretaiy from nmfcing a loan under this subtitle to 

5 an ai^licant therefor who has entered into an agreement 

6 with a shipper of perishable commodities under irtiich the 

7 ^q>licant and the shq>per share in the proceeds of the sale 

8 of an agricultural oommodity if — 

9 "(1) in the absence of sach an agreement, the 

10 applicant could not easily market the agricoltural 

11 commodity, or conid not maifcet the agricultural 

12 oommodity without incurring significant additional 

13 risk^ and 

14 "(2) the agreement is clearly beneficial to the 

15 q>plicant.". 

16 (b) Oper&tino Loans.— Section 311 of such Act (7 

17 U.S.C. 1941) is amended 1^ adding after the subsection 

18 added by section 3(b) of this Act the following: 

19 "(e) This section shall not be construed to prohibit 

20 the Secretaiy from making a loan under this subtitle to 

21 an a{^lieant therefor vrbo has entered into an agreement 

22 with a shipper of perishable conunodities under which the 

23 ^^licant and the shiiqier share in the proceeds of the sale 

24 ofanagrictdtondcomnuMlityif — 
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1 "(1) in the abseiMe of saeh an agreemrait, the 

2 iq){dieant ooold not eaafy maitot the agricultural 

3 commodily, or ooold not mai^et the agricnltoral 

4 commodity withoat incmring Bignifieant additional 
3 ris)^ and 

6 "(2) the agreement is dearty ben^dal to the 

7 ^plicant.". 

8 (c) BMBBOBNcr Loans.— Section 321 of socb Act (7 

9 U.S.C. 1961) is amended by adding after the sobsection 

10 added t^ section 3(c) of this Act the {(lowing: 

11 "(f) This section shall not be construed to prohibit 

12 the Secretary fh>m making a loan under this subtitle to 

13 an applicimt therefor who has entered into an agreement 

14 with a shipper of perishable commodities under i^ch the 

15 iq)plieant and the shipper share in the proceeds of the sale 

16 of an agricahoral commodity if — 

17 "(1) in the absence of such an agreement, the 

18 applicant conld not easily market the agricultural 

19 commodity, or conld not mai^et the agricultural 

20 conmiodity without incurring significant additional 

21 risk; and 

22 "(2) the agreement is clearly braefidal to the 

23 applicant". 
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1 SBC. •■ EUGIBILnTgOB KMEHGBNCY LOANS. 

2 Section 321(a)(2)(B) of the Consolidated Fann and 

3 Rural Development Act (7 U.S.C. 1922(a)(2)(B)) is 

4 amended hy inserting "or, in the case of holders of the 

5 entire interest ^o are related by blood or marriage and 

6 all of whom are or will become &rm operators, the owner- 

7 shq) interest of each such holder sqiarately constitates not 

8 laifier than a taitaiy Earm, even if their interests collec- 

9 tively constitute laiger than a family farm, as defined hy 

10 the Secretaiy" after "operator of not lai^r than a fiunity 

11 tana". 
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Mr. English. Mr. Barlow, do you have a atatemeat this morn- 
ing 

Mr. Barlow. No statement, Mr. Chairman. I just want to wel- 
come the witnesses, and please convey to the Seo^tary our appre- 
ciation in western Kentucky for the tremendous job the Depart- 
ment is doing and he is doing as leader of the Deparbnent. We ap- 
preciate it very much. 

Thank you. 

Mr. English. Mr. Pombo, do you have a statement this momii^? 

Mr. Pombo. Yes, Mr. Chairman, I do. At this time, I would yield 
to my colleague Trom California, Mr. Dooley and allow him the op- 
portunity to start. 

Mr. English. I am going to give Mr. Dooley the opportunity as 
soon as we go throu^ the members of the subcomnuttee. If yon 
would like to continue now, this would be a good time to do it. 

OPENING STATEMENT OF HON. RICHARD W. POMBO, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF CALIFOR- 
NIA 

Mr. Pombo. I would like to start off saying that I am happv to 
join my colleague, Mr. Dooley, as an original cosponsor of n.R. 
2211, the Agricultural Credit Equity Act of 1993, ^ch addresses 
a very real need in the area (^ credit in rural America. 

Unfortunately, at the present time, the FmHA program does not 
adequately address the credit needs in the rural areas of this coun- 
try, areas like my district in California. The reason for this is that, 
in many such rural areas, the credit limits are simply too low. With 
a present limit of $400,000 on operating loans and $300,000 on 
farm ownership loans, the pn^ram simply does not addiess the 
needs of the agricultural areas with relatively high land values as 
well as operating and production costs. 

This bill will £rect the Secretary of Agriculture to develop an in- 
dexing system to allow for higher loan limits in areas where opei> 
ating costs and land values presently exceed current limits. All of 
those who represent rural areas know of the special hardships and 
challenges facing these regions today. 

I am glad, today, to offer my enthusiastic support for this legisla- 
tion because I believe it will provide us with the opportunity to 
make a real difference to these communities and our rural Ameri- 
cans by eillowing for greater participation in the program and 
greater access to the credit they desperately need. 

Thank you. 

Mr. English. Thank you. Mrs. Thurman. 

Mrs. Thurman. Mr. Chairman, I have to go to Euiother commit- 
tee, but I want the subcommittee to know that after receiving the 
bill, we sent it to our Florida representatives with Florida Home 
Administration, and I have given that to Mr. Dooley to look at and 
to comment on any of the suggestions that our Farmers Home Ad- 
ministration had made. 

He said that he would look at it and give us a response later on, 
just to make sure, because this is a big country with a lot of dif- 
ferent issues concerning farmers, that we make sure that we are 
flexible enough to meet all concerns. 

Mr. Engush. Mr. Farr. 
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OPENING STATEMENT OF HON. SAM FARR, A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF CAUFORNIA 

Mr. Farr. Thank you, Mr. Chainnan. 

I have two other committees that I am supposed to be at, at the 
same time, and I am also looking forward to the testimony today 
on this piece of legislation which I enthusiastically cosponsor. 

Two points that I think we must address as we try to manage 
programs from the Washington sides, and that is, one, to develop 
an indexing system so that we don't have a cookie-cutter approach 
across this country to a great problem and run into the difficulties 
we have in administering the existing law now as it applies to 
small farmers in California who very much need access to the cap- 
ital that is provided by this program. 

I would also like to point out that we now have a program that 
has such an indexing system at the Federal level, it is the Federal 
Housing Administrauon. What I think the author is trying to sug- 
gest here is that we can develop a more rational, more equitable, 
and fairer system of providing access to capital if we will look at 
different approaches such as modeled in the Federal Housing Ad- 
ministration. 

I look forward to the witnesses this morning and to worfcing with 
this subcommittee on this piece of legislation. 

Mr. English. Thank you. 

Mr. Sarpalius. 

Mr. Sarpalius. No statement, Mr. Chairman. 

Mr. English. I am happy to recognize the author of this legisla- 
tion, Mr. Dooley, of California. 

OPENING STATEMENT OF HON. CALVIN M. DOOLEY, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF CALI- 
FORNIA 

Mr. Dooley. Thank you, Mr. Chairman. Thank you for having 
this hearing. I also want to welcome £ill the people that have come 
from quite a distftnce to testify on this issue. I think we will find 
as we hsten to the testimony that we are faced with the inability 
for many farmers in many parts of the country to utilize the FmHA 
lending programs. 

The legi^ation that I introduced along with other ojsponsors is 
Ein attempt to create greater fl«dhility in terms of the indexing of 
the loan values so that we can give the opportunity for farmers 
who are farming in high land value areas that are farming higher 
valued crops which require higher operating Ioeuis the opportunity 
to have access to credit. 

I know the chairman is fully aware of some of the struggles that 
farmers throughout this country have been having to access credit 
and what the FmHA program does, open up avenues to credit to 
farmers who want to be successful that otherwise are precluded 
from opportunity. 

We are going to deal with what I think is a new era in agri- 
culture. We have a lot of farms that are em^oying different prac- 
tices that result in a constitution that is different than what our 
traditional family farm was perceived to be. That is why we are 
getting at the family farm definition, one which I think will recog- 
nize that some of our labor-intensive farms require more employees 
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and we think their needs to be a broadening of the definition of 
what constitutes a family fzirm. 

Right now in California, in Mr. Fzirr's district, one which has a 
lot of vegetables, because you have a farm there that is going to 
be utilizing a lot of employees could technically be precluded from 
participating in the FmHA prc^^ram, whereas a farm in the Mid- 
west that might be of a similar size that might be a family farm, 
too, that is dealing with a nonlabor intensive crop but is investing 
in a $100,000 piece of equipment, it creates an inequity in the pro- 
gram. And, hopefully, we can address that issue through my legis- 
ution. 

There are also other changes which we think will recognize some 
of the special circumstances where we have some farms again deal- 
ing primarily with specialty crops that enter into contracts with a 
processor or marketer that will share in the receipts of that crop, 
that are currently, we believe, precluded from participation in the 
pn^ram. We think this is something that is becoming more and 
more common and it certainly is an arrangement wlii<£ facilitates 
that small beginning farmer and that we should not have regula- 
tions within the FmHA program which would preclude that pajrtici- 
pation. 

I believe that my legislation makes some sensible changes in the 
guaranteed loan program and the record clearly shows that the loss 
rate to the Government under the guaranteed loan program has 
been miuiy times smtiller than that under the direct loan pn^ram. 
The fact is that when private lenders have 10 percent risk in a 
loan, it creates a situation where loans are made only to those with 
ability to repay and increases the stability of the progrEim. 

In California, we have found the actual loss rate in this program 
over 5 years hEis been less than one-half of 1 percent. I want to em- 
phasize to my colleagues that in no way are we attempting to make 
changes that will siphon funds from other States. We want to try 
to deal with that issue so we can assure that we hold people harm- 
less. 

I look forward to this hearing and working with the members of 
the subcommittee as well as the administration to try to pass this 
legislation this yeiu:. 

[The prepared statement of Mr. Dooley appears at the conclusion 
of the hearing.] 

Mr. English. Thank you. 

Mr. Gunderson, do you have a statement. 

Mr. Gunderson. No, Mr. Chairman. 

Mr. English. Mr. Minge, do you have a statement? 

Mr, MiNGB. No statement. I look forward to each of the wit- 
nesses' testimony. 

Mr. English. Mr. Nxissle. 

Mr. NUSSLE. No thank you. 

Mr. English. It is a privilege to welcome the Under Secretary of 
Agriculture, and having him join ue once again at the subcommit- 
tee. Mr. Bob Nash is going to be the witness for the Department 
with regard to this legislation. And Mr. Nash, welcome, itnd we 
would be happy to receive your testimony now. 

Let me say to all of our witnesses, if you would care to summa- 
rize your written testimony and to submit that written testimony 
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for the record, without objecticm, that testimony will be made a 
part of the record. 

Mr. Nash, we would be happy to receive your testimony. 

Also, any prepared statements received from members will be 
placed at uiis point in the record. 

[The prepared statement of Mrs. Clayton follows:] 
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STAT EMEN T FOR REP. EVA M. CLAYTON 

SUBCOMMITTEE ON ENVIRONMENT, CREDIT, AND 

RURAL DEVELOPMENT 

OCTOBER 27, 1993 



Thank you Mx. Chairman. I want to extend my 
appreciation to the panelists for appearing today before 
the Subcommittee on tliis significant le^lation, especially 
Undersecretary Nash «4io has beoi so active in pushing 
for the advancement of fomUy forms in tliis nation. We 
appreciate your work, and I know that our small family 
brmov ap^edate your dedication to their cause, the 
cause of Amoican agriculture. I look forward to hearii^ 
your thou^tftal remarks. 

Mr. Chairman, I am especially im[wessed with Rep. 
Do(dey*s attempt to e]qniid credit oppwtunities for funify 
formers that currtntly foil outside the requirements 
cnrraitly in place for participation in Farmers Home 
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Administration (FmHA) loan ^-ograms. I know that Ais 
l^;islation would be especially heljtful to parts of 
California and Florida wlinv land pmparty values 
automatically put [HYispectiTe farmers for FinHA 
prc^rams out of contoition. Furthomore, agriculture 
which is Iiighly lalMir-intensiTe, requiring h^ levels of 
attaitioa and care, creates problems for the small famOy 
fiumor desperatdy in need of credit to purchase and 
operate a fiirm. Hiis is particularly true In the perishable 
agricultural commodity industry. I can relate to this type 
of production because we also [woduce poishables in 
eastern North Carolina. 

I understand that this l^islation will not affect areas 
vrbsre levels of participation in FmHA [vograms is high. 
In this regard, H.R. 2211 does not affect the Farmors 
Home state allocation levds. Rathca*, It allows states who 
are not utilizing curroit programs to boieflt from the 
original intent of the law passed by Congress by Inii^ii^ 
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those not being sored into the MA. 

In light of the creilit crunch which plagues 
conununities across the United States, this legislation is an 
ap]H*opriate means to assist the fiunlly Cannw . By 
different means, I am hopeful tiat we can repeat this 
"type of process" to benefit my small family fiumers in 
rural eastern N«th Carolina vAoe thov is ccaisiderable 
romn tar econmnic develoiHnent. 

Thank you Mr. CSiaimian, panelists, and Rep. 
Do(rt^ in providing us with the kind of legislation needed 
to eiqnnd opportunity for the Eunily forma In fliis great 
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STATEMENT OF BOB NASH, UNDER SECRETARY. SMALL COH- 
MUNTFY AND RURAL DEVELOPMENT, VA DEPARTMENT OF 
AGRICULTURE, ACCOMPANIED BT JAMES P. RADINTZ, SPE- 
CIAL ASSISTANT TO ASSISTANT ADMINISTRATOR FOR FARM- 
ER PROGEAaiS, FARMERS HOME ADMINISTRATION; AND 
MARLYN AYCOCK, OFFICE OF LEGISLATIVE AFFAIRS AND 
PUBUC INFORMATION. FARMERS HOBIE ADMINISTRATION 
Mr. Nash. Good morning, Mr. Chairman and members of the 
subcommittee. I am very nappv to be here to provide conmients 
and testimony on this piece of legislation. I would like to para- 
phrase or summarize tmd not read word for word the statement 
and rMuest that the testimony be submitted for the record per 
your dRter. 
Mr. Engush. Without objection. 

Mr. Nash. I appreciate this opportunity to discuss H.R. 2211 
today. The bill dieals primarily with Farmers Home Administra- 
tion's guaranteed loan limits, which is dependent upon the bor- 
rower meeting the definition of a family sized farm. As ^ou know, 
the basic mission of Fanners Home is to provide supervised credit 
to family feuTners who Euvn't able to get credit otherwise. We want 
to work with you to make sure that every farmer that is eligible 
for our services has access to those services. 

We have no objection to the enactment of H.R 2211 if it is 
amended as I will discuss a little later. Section 2 of H.R. 2211 
would index guaranteed farm ownership Emd guaranteed operating 
loan limits in areas with above-average land costs— above-average 
land and building costs for the U.S. average value of land and 
buildings as reported by the census of agriculture. 

The existing limits by law are $300,000 for guaranteed owner- 
ship loans and $400,000 for operating loans. Indexing will allow 
guaranteed operating loans that go up to $1.6 million and guaran- 
teed ownersMp loans up to $1.2 million, especiEtlly in Caufomia. 
There are about 32 other States that have land and building values 
above the national average. This would in essence reduce the num- 
ber of loans that could be made to farmers in our country. 

Mr. Chairman, we see no real advantage right now in getting 
back to million-dollar loans as we have had in the past. We recc^- 
nize that the farmers in California and some otner States are 
unique in this country and they are important to the economic 
health of those States and the country as a whole. 

With this in mind, we have reexamined a lot of factors related 
to loans, average loan size, delinquency rates, percentages of appli- 
cations approved, and average time to close a loan. In only one case 
was there significant difference between the California average and 
the national average. That was in average loan size. 
California's guaranteed operating loans averaged $156,000 and 

rjaranteed ownership loans about $195,000. The U.S. average was 
103,000 for guaranteed and $162,000 for ownership loans. Even 
though California's average was above the national average, it was 
still considerably short of the maximum authorized. 

We also looked at the funding in recent years. At the end of 
1993, every State had unused guaranteed operating loan authority 
left over. One-third of these States returned unused guaranteed 
ownership loan authority to be pooled. In 1992, each State had un- 
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used guaranteed operatinx loan authori^ left and 47 States had 
excess guaranteed ownership loEin authority. In 1991, all States re- 
turned unused guaranteed operating and ownership loan authority. 
This experience leads us to conclude that current loan maximums 
appear to be servicing all States adequately and the guaranteed 
funding authority, in general, is meeting the demand. 

We don't think that Farmers Home should be a general purpose 
agricultural lender. There are very fine institutions all across the 
countiy — ^private as well as the Farm Credit System — that we 
think do a very good job of that. The role we see for Farmers Home 
is to follow the guidance that you have provided in l^islation, and 
that is to give a hand to beginnii^; fanners, small farmers, limited 
resource mrmers, minority farmers, socially disadvantaged, and 
other family sized operators who can't get adequate access to that 
commercial credit because of underwriting criteria. 



Under the fiscal year 1994 appropriation bill signed a few days 
ago by President Cunton, FmHA allocated to California more than 
$71.6 million for guaranteed operating loans and $23 million for 



ownership loans. As you can see from these amounts, if we were 
to index guaranteed loans as provided in this bill, we would make 
a very limited number of loans. In fact, I think under the current 
law, we would probably make between 250 and 300 operating loans 
and ownership— we would make about 100. On the proposed bill, 
we estimate that we might make about 70 operating loans and 
about 23 ownership loans given the maximum that could be 
achieved. 

Let me say something about hired labor. Section 3 of the bill di* 
rects the county committee to consider an applicant for real estate 
loans to be primarily and directly engajged in farming or ranching 
if the appUcant is participating in routine, ongoing farming activi* 
ties, and overall decisionmaking. We think this Itmsuage Is overly 
broad and that it would permit absentee ownership m ^ace of per- 
sonal participation in the operation. 

Current law and policy restrict assistance to farmers and ranch- 
ers who are essentially owner-operators providing day-to-day man- 
agement Emd a significant amount of ^e labor. We urge no change 
in this provision of the law. This requirement doesn't automatically 
exclude people who are physically unable to farm — who may have 
physical disabilities. 

Section 3 also provides that applicants can be denied credit solely 
because they employ two or more people in fiiU-time farming oper- 
ations. We have a problem with this because it seems to eff^iively 
remove any limits on the size of the operation. We believe that ex- 
isting language adequately addresses this point. It says the bor* 
rower may use a reasonable amount of full-time hired labor and 
seasonal labor during peak periods. The law does not set a specific 
number of hired workers nor does the Farmers Home do this at the 
national level. 

We know that California put in an administrative notice that 
says normally no more than two fiill-time employees could be al- 
lowed for a family size operation. We are also awEU-e that a commit- 
tee could take this language and not allow someone who retilly was 
a family farmer to qualify for this program, liie record, however, 
shows that FmHA made 36 emergency loans in California in 1992 
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and 33 in fiscal year 1991. Only 10 States made more emerg^icy 
loans than California in both years. 

It is our belief that the county committee should consider all tar- 
cumstances of an applicant's operation as well as local farming 
practices to decide whether or not there is a family farm. Because 
we do not think that one State ought to have restrictioiu more 
than we have in Washington, we are going to issue instructions to 
remove any provision in any State where Fanners Home mentions 
a specific number of employees. We believe this will remove any 
barriers, real or perceived, that might prevent eligible applicants 
from receiving loans. 

Credit availability. Section 4 would require Farmers Home to 
consider the availability of conventional credit in the community 
when applying the test for credit. We have no objection to this, but 
it is similar to language we already have. But thB language that 
is being proposed is fine. 

The grower shipper agreement, section 5, we have no problon 
with that. We think it will be helpful to California and other 
States. 

Eligibili^ for emergency loans, section 6, would amend the defi- 
nition of a family sizM farm for emergency loans to permit ttw con- 
sideration of each individual interest in the operation. If the indi- 
vidual interest did not exceed that of a family size farm, the entity 
would be eligible, if the holder's collective interest — even if the 
holders exceeded that of a family size farm. 

We can't see where we could support this provision because it 
might lead to abuses by large operators that normally divide their 
land into amtiller units and this could possibly divert funding that 
is targeted to smfill farmers or family size farmers who are in need 
of credit who couldn't get it anywhere else. 

To summarize, we really can't support the provisions to Index 
guaranteed loans because that will put FmHA back into a lending 
pasture that we do not believe would be in the best interest ot 
FmHA or the borrowers of the country as a whole. We also do not 
think that ^iperience to date justifies us making many of the 
changes that this bill would represent. We eiIso beUeve the current 
criteria concerning management involvement and hired employees 
are adequate. 

We would like to work with you to make administrative changes 
that will remove barriers to fiill participation by eligible applicants. 

Finally, we do not support the proposed change in the definition 
of family size farm for emergency loan purposes. Otherwise, we 
have no objections to this bill. We realize tile differences in farming 
operations in different parts of the country. We need to be sensitive 
to that, but not in a way where it penalizes in general the original 
intent of the farmers home ownership and operating pn^rams and 
we realize this is a very difficult issue. 

We are very willing to work with you and other members <^ the 
subcommittee to try to remove the impediments that prevent eligi- 
ble family farmers from participating in this program, especially in 
a way where it doesn't hurt the program in general. 

This concludes my remarks, and I wotild oe happy to take ques- 
tions. 
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[The prepared statement of Mr. Nash appears at the conclusion 
of the hearing.] 

Mr. English. Thank you, Mr. Nash. I appreciate your testimony. 

Mr. Farr. 

Mr. Farr. Thank you, Mr. Chairman. 

Mr. Secretary, I am very concerned about the approach you are 
taking to this program. As I understand it, the money is there to 
be loaned out to get people in the business of farming and yet you 
are taking credit for how much is not being used. 

Is the pride here in how many loems are being made or in how 
much money is not being loaned out? 

Mr. Nash. It is not in not making loans. We are in the business 
of making loans and I would be happy if every dime of these guar- 
anteed loans went out every year. In fact, I £un disappointed it is 
not. 

Mr. Farr. That is the purpose of this hearing, to find out if there 
are better ways. Specifically on the couple of points you made, the 
issue of not wanting to change the absenteeism, maybe I don't iiilly 
understand it, but would that mean that you have to own the land 
that you are farming? 

Mr. Nash. Would it mean that you would have to own the land? 

Mr. Farr. You indicated that there should be no change in the 
absentee requirements. 

Mr. Nash. Yes, sir. That is my statement. I am not sure I totally 
understand the question, Congressman. 

Mr. Farr. In many parts of California, you cannot afford to own 
the land, the land is too expensive so you have to rent the land. 
Would you still be eligible for the loan if you were just renting 
land? 

Mr, Nash. Yes, you would. 

Mr. Farr. Then the other issue on the no change in the providing 
provisions, you have no change in the provisions of absentee owner- 
ship, and I believe this bill addresses some provisions that ought 
to be changed in that. The other is that you are concerned that'the 
borrower may use an unreasonable amount of full-time hired help 
and seasonal help during peakload period. 

Mr. Nash. I think on tnat point we are saying that the current 
law allows you to use part-time labor during peak periods. I think 
the issue of the limit on two in California, which we are going to 
have the State to eliminate, applies to full-time. I think using part- 
time employees during peak periods is fine. "Diat works well now. 

Mr. Farr. How do you define "peak periods"? We can harvest 
three crops a year in the Salinas Valley. 

Mr. Nash. I think that people at the local level, your county com- 
mittee members probably know more than we do about how to de- 
termine that. Basically, we leave a lot of that up to the coimty com- 
mittees. Unfortunately, in California, there was a notice that went 
out that I think gave some direction to the committees that prob- 
ably should not have gone out. 

Mr. Farr. The point is that peak periods may last for 9 montha 
of the yoEu-, not just a particular hcu^est month or harvest time. 

You have a third issue that I am concerned about in the state- 
ment you made, concern about the number of emergency loans 
made in California. One of the difEiculties we have had in Callfor- 
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nia, we have bad a Presidentially declared disaster for drouriits, 
we have had a Presidentially declared disaster for freezes, we have 
had a Firesidentially declared disaster for earthquakes. 

The earthquakes destroyed a lot of well systems and problems 
with setting access to market because the roads were torn up, and 
with those disasters, we have certainly been, as you know, thnni^ 
the FEMA process and so on. A lot of those cases can't be handled 
immediately. 

My office is still handling numerous cases from the 1989 earth- 
quake and here we are in 1993. So I think there are circumstances 
in California that require these emet^ncies to be extended a lot 
longer than we sort of statutorily recognize. 

Mr. Nash. No question that the emergenor loans in California as 
a result of those disasters are well qualuiea and should have been 
done as th^ were. I didn't mean to be critical of that, just restat- 
ing a fact of how much weis done. 

Mr, Fare, My last question, Mr. Chairman, is: Mr. Secretary, is 
my understantung that you believe we don't need to develop dif- 
ferent flexibility for different markets around the countiy, that we 
can't have just a standard poUcy for the entire country that will fit 
all circumstances, regardless of whether they are in Florida or 
California? 

Mr. Nash. No, sir. I think that we should have different stand- 
ards, but I think that it ou^t to be done primarily by the coun^ 
committees, and as we look at the situation, we shouldn't try to do 
something that might benefit one particular area at the detriment 
of others. These are Toajor public policy questions. 

Our position is that the Farmers Home program was originally 
designed for those farmers who — first of all, are most in need out 
there. We ought to try to target the program to those most in need 
that are more like family fanners than maybe some of the larger 
operations that might qualify for commercial credit as a general 
rule. 

But the county committees, I think, know more about what is a 
family farmer in their States and I think we ought to continue to 
depend upon them and not restrict them or provide notices that 
might give them Em impression as in California — an administrative 
notice went out E^ain Emd I think that should not have happened. 

Mr. Farr. Thank you. 

Mr. English. Mr. Pombo. 

Mr. Pombo. One thing that you had that I had a little problem 
understanding, it was with the Eunount of money that is guEuan- 
teed and that j{ we raise the Eimount, that we would have a lot less 
loEUis made. 

I think that is not roEilly a correct statement. I think that we 
would actually have more loans being made and more of the avail- 
able credit would be used, because from my experience, ih.e reason 
tiiat more loans are not made is because there is not enough people 
that fit that criteria, that because of the situation we have in Cali- 
fornia, people don't fall under those limits. 

If we raise the limit, there would Eictually be more lotms being 
made. In your statement, you make it sound eis if, if we raise the 
limit, there is going to be less loans being made. I think that is a 
misstatement on your psu-t. 
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Mr. Nash. One of the things that this administration, particu- 
larly Secretary Espy, is committed to is a very strong outreach pro- 
gram, an aggressive program that goes out and tries to let farmers 
know — heretofore, they may not have felt like, particularly small 
fanners, disadvantaged farmers, farmers who don't have access to 
eommercifil credit, wno felt Ftirmers Home is not interested in that. 

I think the attitude at USDA will be difierent than in recent 
years. We are going to have an aggressive outreach program. If we 
are successful, that means that a lot more farmers who are eligible 
for our programs and who are disadvantaged and don't have access 
will have access. If we have an aggressive program to raise the lim- 
its and at the same time have an aggressive outreach program, I 
think that we are going to have a problem where we wont have 
enough dollars for mose fiu-mers who are most in need. 

Mr. PoMBO. I agree with you that we need an aggressive pro- 
gram to get more people knowledgeable about what is available, 
but I think the whole idea behind this pn^riun is to help produc- 
tion in agriculture, to help people get started and to expand and 
to grow. And I thiiik that maybe California is unique in this re- 
spect — I don't believe it is from some of the other statements you 
rnade, but there needs to also be a realization of the high costs tnat 
are involved in Ceilifomia. 

If someone that is a small family farmer, which I know most of 
in my area, that cannot qualify for this program because of the lim- 
itations, and I don't see now it is helping the small family farmer 
in my area if none of them qualify. If you have somebody with a 
few kids that is farming a smtdl family farm, they are over these 
limits and they can't qualify and this program can't help them. 

I think that is the effort that is being made in introducii^ this 
legislation is to try to help small family farmers who are excluded 
from this program because of the limits that are currently in place. 

Mr. Nash. Congressman, I know the spirit and the intent of this 
legislation is to help those farmers who now don't quEiIify, and we 
have to be supportive generally of that, but only to the extent that 
it does not get away from the original mission of these programs, 
and that is to help those who are most in need ideally. 

As I indicated earlier, we think mistakes have been made in 
California and we want to correct those, particularly the one about 
the size of the family unit. If you are referring specifically to the 
$300,000 and $400,000 Umit for ownership and operating loans, at 
this point, we just can't, unless we are unsuccessful in reaching out 
and trying to lielp a larger number of feumers, we have to bold to 
the position that those Tofm limits eu'e appropriate right now. We 
had unlimited lofm limits in the past and a lot of those loans are 
just not in good shape now, the ones particularly that are over $1 
million. 

Mr. PoMBO. Let me explain to you one problem that exists in my 
area. In order to fall under these loan limits, the people who Qual- 
ify for that would have to own a very smsdl acresige farm, ana we 
have made a very strong efTort to maintain our agricultural land, 
our prime agricultural land in the VEilley find are trying to hold 
that together and keep that in production. 

Ilie only way for someone to come into this program and qualify 
under these limits is for that to be a ranchette, a small acreage 
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&rm, and that is completely contraiy to what the local ofHcialB and 
the people in the central valley of California want. They don't want 
the prime agricultural land divided up into small acreages, because 
that is all that is going to qucdify for this kind of program. 

I know how difficult it is to get started farming. It is nearly im- 
possible for a young person to get started in farming tod^ because 
of high costs. The only way may be to start with a 10- or 20-acre 
parcel somewhere. In order to maintain our prime agricultural land 
in California, I don't see how we can do it unless we cut it into 
small parcels so people can quaUfy for these programs. 

It seems like the two poUcies are very contradictory to each 
other, and the efforts we have made in the valley in California to 
maintain our prime agricultural land, I think this damages those 
efforts. That is one of the problems that we have out in California. 

Mr. English. Mr. Sarpahus. 

Mr. Sarpalius. Thank you, Mr. Chairman. 

Mr. Nash, could you teU me again what the numbers were on the 
operating and ownership loans that you have made now and how 
the numbers will cheinge if this legislation passes? 

Mr. Nash, Given California's aillocation for 1994 

Mr. Sarpauus. So this involves only California? 

Mr. Nash. Yes, sir; only Csdifomia. Under current law, operating 
loans we estimate we could make between 250 and 300 loans. 
Under the proposed legislation, we think that less than 70 loans 
would be the case. 

On the ownership loans, we think that you might be able to 
make about 100 loans, and under the proposed legislation, it would 
be 23 loans. We took the amount allocated for California and then 
divided by the limits that would apply under this indexing Eind that 
is where you get the 70 loans or the 23 loans. You take the same 
number under the current law and divide it by the current averue 
and you get between 250 and 300 for operating and about 100 for 
ownership. 

Mr. SAitPALius. How many of those loans did you make out of 
250 to 300? 

Mr. Nash. This is for 1994. You mean how memy did we make 
in the past? 

Mr. Sarpalius. Yes. 

Mr. Nash. I don't have the actual loan numbers for 1993. I can 
get those for you, the actuEil timount we made for ownership and 
operating in California in 1993. I can get those. I do have the dol- 
lar amount. Guaranteed operating obligations, $25,290,700. 

[The information follows:] 



a total of $25,290,700 and 29 farm ownerehip loans fin- 
Mr. Sarpalius. Can you tell me why, if you are going to be able 
to make fewer number of operating loans from 250 to 300 and drop 
it down to 70, how that can be of benefit to farmers in California, 
if you are going to be making a fewer number of loans? 
Mr. Nash. How that is going to be a benefit? 
Mr. Sarpalius. Yes. 
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Mr. Nash. No. What I am saying is that it would not be a bene- 
fit. My point is that with the indexing that is being proposed, the 
average size of the loan would go up, and I am saying that in our 
opinion, it is more in the public interest for us to make loans that 
are smaller in size that we spread them over a larger number of 
farmers. 

Mr. Sarpalius. Let me hit on that. The average acre or value of 
land throughout this country according to a report that I received 
from the Department, is about $685 an acre. California's average 
is $1,722 whereas Rhode Island is $4,894. Mr. Chairman, Okla- 
homa is $512 an acre. Texas is $471. 

If this Iwislation passed, would it in effect shift more operating 
dollars to States like California, Rhode Island, Connecticut, those 
areas where tiieir land values are much higher at the enense of 
those States where land values are uvich lower such as Oklahoma 
and Texas? 

Mr. Nash. That would be the case. 

Mr. Sakpalius. Have you plugged any numbers in? 

Mr. Nash. We haven t. Let me say this — that is — ^I don't have 
any factual fibres for t^at. We would have to do some calculation. 
Tl^ point is, if the average size of the loan goes up, you are going 
to make fewer numbers of loans. Exactly how that would place in 
different regions of the country, I have to go back and look at the 
numbers. If you wanted me to do that, I could provide that infor- 
mation. 

Mr. Sarpalius. Would you please do that? 

Mr. Nash. Yes. 

rile information follows:] 
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GUARANTCBD LOAN MAXIMUMS PERMI88IBU UNDER HJL 2311 

HJt 2211 would index guuanleed cnmenhq) ud operating loam to US. tverage vthi 
of land and buUdingi ai detemdiied by the Cemm of Agricultuie. Hie latest census 
shows the VS. average to be $754 an acre for owner-operalan. inrffriTu would penni 
these loan nmimmm in the fbllowiiv states: 
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Vligbtia, Oklahoma, Texai, Montana, Idaho, WytKidiifc Colonulo, New Mexico, Arizona, 
Utah, Nevada, and Oregon. 
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Mr. English. Thank you. 

Mr. Barrett. 

Mr. Barrett. I apologize for not having the full >n^t <^ your 
testimony, bo I will share with you a general concern about equi^ 
that apparently has been touched on previously. If jnm have an- 
Bwered this, I am sorry — but would USDA take additional steps or 
be prepared to take any steps to make sure that the small fanners 
are treated equitably if this bill should pass, make certain that the 
lai^r farmer does not get a certain advantage? Has U^DA c(auid> 
ered this? 

Mr. Nash. Congressman, if this bill passes, we will imipleinent it 
and we would do everything we could to make sure that the bill 
was applied fairly and equitfualy; yes, we would. We would continue 
our outreach efforts in heretofore underserved areas. Yes, we would 
do that. 

Mr. Barrett. If small States would receive the same money as 
the high cost States, where does that additional money come from? 

Mr. NASH. I am sorry — if th'3 small States were to 

Mr. Barrett. Does it come from scaling back some other USDA 
programs, or is this even significant? 

Mr. Nash. If I understand the question, there will be so much 
money in the program, and if the average size goes up, then I just 
think that we just automatically are going to make fewer loans. I 
mean, for example, take any State instead of having — I have just 
raw figures — instead of making 100 loans — ^I am sorry — 300 loans, 
in one case, you might wind up making 100 loans or one-half that 
many. 

Mr. Barrett. I still have some general concerns about equity. 
Perhaps I can visit with you later. Thank you. 

Mr. Engush. Ms. Long. 

Ms. Long. I really don't have a question. I have some of the 
same concerns expressed by Mr. Barrett. I think certainly the in- 
tent of this legislation is very good, and I think that we ought to 
work to find a way to help more smaller fanners have credit avail- 
ability, and so the only thing I want to say is that I think this is 
important legislation and we need to be working together. This is 
important legislation in terms of its intent, and I thmk we need to 
be working together to find a solution that is agreeable to the sub- 
committee. 

Mr. DOOLEY. Would the gentlewoman yield? 

1 would like to address that point, and contrary to what I think 
Secretary Nash said, is that the formula that is utilized to provide 
for the aUocation of the funds to the particular States under the 
guaranteed operating loan programs and ownership programs does 
not change. 

There is nothing in this legislation that is going to change the 
amount of money that is initially itllocated to any State, and in 
terms of whether it is going to benefit large or small farmers, the 
only intent of this legislation is that it benefits and gives the abil- 
ity for small farmers in high land valued areas access to this oper- 
ating loan progrfim and ownership program. 

Where we axe willing to talk with anybody who has concerns is 
about the shift of funds that are unused like in California when 
we only utilized 33 percent of our allocation, those funds go back 
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into a pool which is distributed mice again to States that need more 
than tneir initial allocation. We are interested in working with 
other Members whose States use those iiinds that we are currently 
unable to use to ensure that there is not an adverse impact. 

Ms. Long. I think the intentions are very good. I am not con- 
vinced that all of the spediics of the l^slation are perfect, but I 
think we certainly ou^t to continue to work on it. 

Mr. Nash. Let me say there is no question that the intent of the 
l^islation from the Congressman and the other cosponsors is at- 
tempting to address a veiy serious and complicated problem. I wish 
there was a way that we knew at this point to address that very 
real and legitimate problem in California and maybe other States; 
but at this point, we don't have a specific recommendation. 

We would like to continue to work with you on this legislation 
to find a way to address the problems in California and other ap- 
propriate States without getting away from the original mission on 
the Farmers Home ownerehlp and operating programs. 

Mr. English. Mrs. Clayton. 

Mrs. Clayton. I am just getting to your testimony, so I didn't 
have a chance to hear you verbally. I have submitted my opening 
statement for the record which indicates 1 join in support of the in- 
tent. 

[The prepared statement of Mrs. Clayton appears at the begin- 
ning of the hearing.] 

Mrs. Clayton. I had periiaps thought the conclusion of the pro- 
posals of the legislation, that indeed there would not be any pos- 
sible dimmished funds for small farmers as currently described as 
small farmers. 

Let me walk through the process. My understanding is that in 
States like California and Hawaii, there is considerably underused 
funds and, at the end of the fiscal year, those underused funds 
then go to a pool. The pool then is made available and used — ^is 
that pool now being used expeditiously for other small farmers? 

Mr. Nash. The funds are being used, but we have not used all 
of them. Thirty-three States last year did not use all of their alloca- 
tion. Therefore, that allocation was put into a national pool and 
then reallocated to those areaa that had used all of their funds, 
Congresswoman, and all those funds were used up. 

Iklrs. Clayton. So with the passage of this bill, it would mean 
that where the problem would come is the unused funds would not 
be available for reallocation where there were States with a greater 
demand; am I hearing that correctly? 

Mr. Nash. Yes. That is true. When you say greater demand 

Mrs. Clayton. On what basis do you use the unused funds in 
those States where they have a greater demand than the State al- 
location? There is a formula 

Mr. Nash. There is a formula to reallocate the funds; yes, there 
is. 

Mrs. Clayton. I am tiying to find out where possibly the in- 
equity could be occurring. 

Mr. Nash. Well, in the State, itself, the letrger loans you make, 
the larger size loans you make, the fewer number of farmers that 
you would be able to serve in that State initially. 
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Mrs. Cla'YTON. I was following that line of reasoning. Is it to as- - 
sume that if you have a hi^er value of land, that that would re- 
quire a larger loan? Is the formula based on the value of the land? 
I thought the eligibili^ was based on the value of the land, not the 
loan amount. I thought there was a cap as to the amount of money 
you could borrow from Farmers Home. 

Mr. Nash. I would like to have Mr. Aycock from USDA respond 
to that question. 

Mr. ENGLISH. Identify him for the record. 

Mr. Nash. Mr. Aycock is in LegifilatiTe Afiairs for the U.S. De- 
partment of Agriculture. 

Mr. English. Thank you. 

Mr. Nash. Deputy Director of L^slative Affairs, USDA. Farm- 
ers Home Administration. 

Mr. Aycock. Theoretically, that should be the case, you would 
think it would be the case, and I think that is the assumption un- 
derlying the bill. But in actual practice, it doesn't always work out 
that way. 

I thii^ other testimony will point out that the highest number 
of loans at the maximum amotmt were made in the chairman's 
State of Oklahoma, which has averages below the national average. 
So it would appear to be that way, but it doesnt automatictu^ 
come out like uiat. 

Mrs. Clayton. Did the chairman's State use all of his allocation? 

Mr. Aycock. I believe so. 

Mr. English. And any more that we can get ahold of. 

Mrs. Clayton. Did North Carolina use all theirs last year? 

Mr. Aycock, One moment — let me look. It did not. 

Mrs. Clayton. So we gave some to Oklahtnna, I gather? 

Mr. Aycock. Actually, Oklahoma 

Mrs. Clayton. It would seem that the principle of this does — 
even in Oklahoma or North Carolina, there are some unique situa- 
tions where counties have high value and people are trying to hold 
on to farming. I would not want to reduce the pool available for 
overdemand in areas, but if we can look at the formula of that to 
make sure that we didn't automatically say high value of a piece 
of property automatically meant you got such a large loan that you 
would use the State's allocation in one or two situations, lliat 
would be grossly unfair. 

If we are satisfying the demand and had a cap on how many dol- 
lars could come through Farmers Home before you went to tt^ pri- 
vate sector, it seems to me you would meet the original mission of 
the program. 

Mr. Chairman, thank you. 

Mr. English. Thank you. 

Mr. Allfird, do you have any questions? 

Mr. Allard. No, sir. 

Mr. English. Mr. Mii^e. 

Mr. Minge. I have been veiy interested, Mr. Nash, in this prob- 
lem of utilizing the available loan and guarantee authority. I nave 
heard about a number of problems with FmHA operations prior to 
you ever becoming involved with USDA here in Washington, so 
please don't take these as criticism ot your administratiim. 
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One is that there h 110 percent cash-flow coverage requirement, 
and if the 110 percent is not met, the farmer is not eligible. And 
for many parts of the country, we have had some pretty dismal 
years in terms of prices and a couple of other conditions and even 
farmers with a tremendous net worth, some don't show 110 percmt 
coverage. We understand this is being reviewed right now as some- 
thing Uiat will be changed in USDA. 

I am wondering if you could give us any insight as to whether 
or not that change is being made and if it might not allow a State 
like North Carolina and outer States to utilize their loan and guar- 
antee authority? 

Mr. Nash. James Radintz is here and has been working on that. 
Special Assistant to the Administrator for Farmer Programs, Farm- 
ers Home Administration. 

Mr. Radintz. We have looked at that situation. The Agricultural 
Credit Improvement Act of 1992 requires Farmers Home to change 
the way we look at that cash-flow coverage ratio. We have devel- 
oped the regulation changes. They are moving through the flnal 
stages in the clearance process. 

As Mr. Nash committed to the chainnan at an earlier hearing, 
we will have those regulations out before the end of the year. We 
are working on them and I think the change will allow more farm- 
ers to qualify. The exact number at this point, especially with the 
conditions you mentioned, is very difficult to say, but certainly it 
will result in additional demand at least in some areas. 

Mr. Engush. Would the gentleman yield? 

If I recall correctly, Mr. Radintz, that was never even a law. That 
was a regulation. 

Mr. Radintz. You are exactly right; that was an administrative 
policy. 

Mr. English. We bad to pass a law to overcome a regulation tiiat 
was created at the Department. The idea was years ago, in the 
inid-1970's, we could have a legislative veto so we wouldn't be 
faced with problems like this. We had a regulation which came into 
being and we in the Congress didn't create it, didn't give direction, 
and we had to pass a law to overcome that regulation. But we did 
that, that is rij^t. 

Mr. MiNGE. Is the proposed regulation that is under consideiv 
ation one that would allow a loan or guarantee in a circumstance 
where there v/as simply 100 percent? 

Mr. Radintz. The law requires us to consider depreciation and 
capital replacement needs of the operation. There is sort of an in- 
dustry standard ratio called capital debt replacement coverage, and 
we are using that which makes it much easier to qualify. In some 
cases, it would still require more than a dollar for dollar on a raw 
cash-flow basis because there is some provision in there for replac- 
ing capital items and compensating for depreciation that is going 
on, but it is going to depend on the operation. It will be more ad- 
justed to the specific circumstances and will not be a 10 percent, 
across-the-board. The cases we have looked at generally allow oper- 
ations with a much less than 10 percent margin under the current 
way of calculating to qualify. 



)y Google 



Mr. MiNGE. Are you changing the percentage <»■ siinply the cap- 
ital depreciation requirements in the financial statements that 
farmers must prepare? 

Mr. Radiniz. We are changing both. 

Mr. MiNGE. OK. 

Mr. Radintz. The percentages are totally different, and the way 
they are calculated is different too. 

Mr. MiNGE. Is this proposed regulation being circulated to your 
State Directors for consent as well? 

Mr. Radintz. It is an interim regulation because the act requires 
the regulation to be published as interim. It is being moved, it is 
in the final stages of^the clearance process to be ready to be pub- 
li^ed and will be effective upon publication. There is a comment 
period and State directors, Farmers Home employees, farmers, 
members of the general public can all comment, but we will be im- 
plementing it immediately. 

Mr. Nash. Your question is whether or not we are asking our 
Farmers Home Directors as individuals as opposed 

Mr. MiNGE. Yes. 

Mr. Radintz. We have gotten technical field input but have not 
mailed a copy to each of ttie State directors with requests for com- 
ment just because of the time considerations. 

Mr. MiNGE. I would like to say, I have talked to FmHA field peo- 
ple and to bankers and they have said that they have to moiu:ey 
so much with Hnancial statements, tiy to make them come uut in 
order to qualify under the current regulations, that they feel Uiat 
the program is unworkable and they nave urged me over and over, 
and we have contacted USDA requesting that this be addressed. I 
am pleased that it is happening. 

I nope you are working with field staff who have experienced the 
problem on farm-by-farm evaluations and with bankers who have 
done the same so that it actually is going to work well in the fidd. 

Mr. Chairman, would you indulge me in a couple of other bri^ 
questions here? 

Mr. Engush. One additional minute. 

Mr. MiNGE. I would also like to just point out a couple (^ other 
things that have come to my attention in visiting with bankers, 
farmers, and P'mHA staff people that the complexities of the re- 
lations under which the program operates, the difficulty iu comb- 
ing and even the feeling that the bankers have that it is so difficult 
for them to work through the FmHA process, that it isn't worlii 
their time, and as a consequence, they don't work with farmers un- 
less they will qualify. 

It has resulted in the programs either having a bad reputation 
in certain areas or being underutilized. I would just urge that as 
a part of the new administration and reaching out, that the regula- 
tions be reviewed like this one is being reviewed to try to make the 
program more user friendly and not depend upon innovative coun^ 
supervisors to determine now it make it user friendly but have it 
from the top down. 

I know that your attitude is in that direction, and I would like 
to support you and emphasize the importance of doing this because 
of the problems that we have faced in our area. If there is informa- 
tion you could give us on efTorts that you are making to make the 
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program user friendly, including the expedited review process on 
the guaranteed program for certified lenders, I would appreciate 
your commentfi. 

Mr. Nash. We certainly support that. It starts from the A^ce 
President's National Performance Review where he said we are 
going to cut regulations — I think the goal was 50 percent. Start 
writing more in English than in the past. I realize the importance 
ot bankers and how they would like to work with Government pro- 



I would like to have bankers be more partners with us, and one 
of the ways is for us to cut out a lot of regulations and redtape. 
We are going to have less rules and r^ulations. I hope bankers 
will appreciate that and work with us more. 

Mr. MlNGB. Is there anything in the process with sort of a pre- 
dictable time deadline for doing that? 

Mr. Nash. It is a continuous process. We have to continue to do 
it day in and day out. It is not like in 30 or 60 days we will have 
it reduced by this percentage. We have to figure out how to get rid 
of regulations not mandated by law, then we have to put in new 
ones to make sure that we cut down on what we put in and take 
out the imnecessary. It is a continuous process. 

I don't have a deadline or goal to state to you today, but I think 
you will see a significant reduction over the years in these pro- 



Mr. MiNGE. I encourage you to set a deadline because I find my 
life doesn't get organized if I dont. 

Thank you. 

Mr. English. Mr. Dooley. 

Mr. Dooley. Thank you for your strong endorsement of sections 
4 and 5. We appreciate that. 

As I understand it, last year California only utilized 33 percent 
t^ their allocation, somewhere thereabouts. 

Mr. Nash. Under ownership, 30.1 percent and operating, 39.1 
percent. 

Mr. Dooley. In that range. I think those numbers are exactly 
what we are concerned with because it is not just California, there 
are other States that are also experiencing this, is that we contend 
that one of the reasons why we are not using 50 percent, 75 per- 
cent of our fiinds is because the criteria which FmHA is utilizing 
does not acknowledge and is not applicable to farming situations in 
California and in other high valued-land States. 

I would assume that USDA and FmHA is committed to helping 
beginning and small farmers in California every bit as much as 
they are in Kansas and Nebraska, are they not? 

Mr. Nash. Yes, sir. 

Mr. Dooley. If they are committed to helping these small farm- 
ers in the same degree, should they not also have a policy that ac- 
knowledges the very real diiferences in land values and operating 
conditions? 

Mr. Nash. Yes, sir; I think we should. I am not sure I know ex- 
actly how to get at it — the indexing proposal, I am not sure we can 
just have an indexing just for California or a few other States. That 
is going to affect everybody. 
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Mr. DOOLEY. What we are proposing, and we are willing to negCK 
tiate on this, we are maintaining the floor to insure that nobody 
is adversely impacted or see their loan limits go down. We do agree 
in the private conversations we have with USDA that there is peav 
haps a need to have a cap. We didnt put a cap on and if that is 
something that is needed we would be more than willing to con- 
sider a cap tiiat is reasonable to accommodate those concerns. 

The figures you used is that 250, 300 loans would drop to 70 
loans. If we were seeing all our funds used in the 250 to 300 loans 
being made, we wouldn^ be here with this l^slation. 

Mr. Nash. We have already started an aggressive effort to try to 
make sure that people in eveiy State, those who could not qualify 
for commercial credit, haven't used Farmers Home as a last resort, 
and we hope to see an increase in the number of people who access 
these programs. 

Mr. DooLEY. We would just as soon they didn't spend a lot d" 
money on advertising, rather spend mon^ on loans. With this, we 
have a public-private partnership out there, we are P>ing to hear 
from bankers who wiU testify that it doesn't work in California for 
some of the reasons we cited. 

The administration, if we move forward tiying to find some way 
to accommodate the real-life situations of higher land values ana 
tiying to And an indexing formula with caps — is that something 
tlie administration would be willing to woi^ with us on? 

Mr. Nash. Yes, sir; we would. 

Mr. DooLEY. In terms of the definition of the family farm, our 
proposal is to state clearly that a loan cannot be denied solely on 
the basis that a farm employs more than two full-time employees. 
That, in itself, is not a pr(»)lem, as I understand. 

Mr. Nash. No, sir; that is not a problem. We are directing the 
State farmers home ofFice in California to rescind that announce- 
ment that the committees depend upon, we think, too much. 

Mr. DOOLBY. But the other provision — where we tried to define 
what would actually constitute a farmer — ^you felt that that lan- 
guage is too broad and that we need to work to define that more 
clearly so it doesn't open it up, and you made the case of absentee 
owners? 

Mr. Nash. Yes, sir. 

Mr. DoOLEY. You are willing to work with us so it doesn't pre- 
clude participation in the program simply because someone is deal- 
ing with a crop that requires more employees; that is not an objec- 
tion of the FmHA? 

Mr. Nash. No, especially as it relates to in California. At harvest 
time, pruning time, you use a lot of part-time employees that are 
not necessarily there 12 months a year but are there for significant 
amounts of time. Our position is that the coun^ committees in 
those States know more about what is a family mnn than we do 
in Washington and they ought to be the ones to do that, and we 
ought not give them directives that limit that committee's ability 
to make that determination. 

Mr. DooLEY. The final question is on the allocation of funds. You 
acknowledge that there is nothing in our legislation which changes 
the initial allocation of the loans to the States as currently con- 
structed? 
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Mr. Nash. Ckirrect. "Die initial allocation on this bill does not 
change the initial allocation. 

Mr. DOOLEY. So that what could be impacted is the utilization 
of the unused funds. You said last year they were all used, but one 
year you said 44 States returned funds or something like that. His- 
torically, has FmHA used all the funds that were allocated under 
47 States in 1992? Surely we must have had a carryover in that 
year of some amount. 

Mr. Nash. I would like Mr. Aycock to respond to that. 

Mr. Aycock. We are lending fewer dollars today than we were 
in 1987. Eveiyboi^ is doing that. Our caseload is down probably 
35 percent since that peak time. There was a time when we were 
lending every dollar avEulable whether it was direct or guaranteed, 
but farmers are borrowing less money generally than tney were a 
few years ago. That is why we are having more money returned in 
the last few years than we had in the mid-1980's. 

Mr. DoOLEY. When we talk to our farmers in our district, there 
is still a crying need for access to credit, and perhaps with some 
of these chuiges that we are considering, we'll be able to fadhtate 
FmHA utilizing a greater percentage of these funds. 

Thank you. 

Mr. Enoush. Would the gentleman yield? 

Mr. Aycock, the figures oeing dted, is that all Farmers Home 
programs? 

Mr. Aycock. That is for the guaranteed programs. 

Mr. English. So this would not apply to any of t^ rural develop- 
ment-type programs? 

Mr. Aycock. That is correct 

Mr. English. So this is strictly on ownership. 

Mr. Aycock. And operating. 

Mr. English. Mrs. Clayton. 

Mrs. Clayton. To follow up, did I understand you to say in an- 
swer to the recent question uiat you were not able to use the un- 
used funds for the other States? 

Mr. Nash. That we are not able to use the funds that were in 
tbepool? 

I^. Clayton. When you had 44 States returning funds, what 
happened to the unused ninds? 

Au*. Nash. Those funds were pooled and reallocated. The funds 
were not all — Congresswoman, all of the ownership dollars that 
were pooled and reallocated were used. The operating loans were 
not — that were pooled, those funds were not all used. 

Mrs. Clayton. So we still had a surplus after the repooling of 
the operating funds? 

Mr. Nash. Yes. 

Mrs. Clayton. Where did those funds go back to, to the general 
fund? 

Mr. Nash. Iliey just lapse. They dont carry over to the next fis- 
cal year. 

Nlrs. Clayton. Thank you. 

Mr. English. Thank you very much, Mr. Nash. We appreciate 
your testimonv. 

Uext we will have a panel, Mr. Blaine Lauhon, who is with the 
Feather River State Bank in Yuba Ci^, California; Mr. James 
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Chambers, who is with the Independent Bankers Association of 
America, chairman of the Agriculture and Rural America Commit- 
tee; Mr. Ken Graff, who is president — ^who will be testifying on be- 
half of the Western District Farm Credit Council; and Mike Wea> 
sel, who is testifying on behalf of the American Bankers Assoda- 

tiOQ. 

If all you folks would come to the table. 

Mr. Lauhon, we will let you b^in the testimony. Let me also sur 
again, we would encourage you to summarize your testimony. We 
will be happy to include your complete written testimony as a part 
of our overaU record, but this would be a good time for you to sum- 



STATEMENT OF BLAINE C. LAUHON, VICX PRESIDENT AND 

MANAGER, FARMER BIAC DEPARTRIENT, FEAIVER RIVER 

OTATE BANK, YUBA CITY. CA 

Mr. Lauhon. Thank you, Mr. Chairman. Good morning ladies 
and gentlemen. I am Blaine Lauhon. I am the vice president and 
mana^r of the farm real estate loan department at Feather River 
State Bank in Yuba City, California. I testify before you as a com- 
munity agricultural banker in support of H.R. 2211. 

A little bit of history of the bank. We have been a very strong 
supporter of the FmHA guaranteed farm loan prt^rams. In fact, we 
have held the distinction of being the leading producer of FmHA 
guaranteed loans in the State of California for tiie past 5 years. In 
1992, we processed 76 farm guaranteed loans for $9.4 million. 

I wanted to deviate from my initial testimony to talk about a 
subject that has come up this morning and I would like to dispute 
the fact or the comment that Mr. Nash said that indexation will 
result in increased size of farm loans and fewer loans being made 
to farmers. I feel exactly the opposite. I agree that the average loan 
size is likely to increase. If you take our 1992 numbers, our aver- 
age loan size was $124,000. The reason is that we make small 
loans for equipment purchases. A farmer may want to buy a tractor 
for $20,000 and we loan him $15,000. At the same time, we make 
loans for the statutory limit, which is $300,000 for a farm owner- 
ship loan and $400,000 for an operating loan. The reason that the 
average comes out in between is because we are making small and 
large loans and the average is somewhere in between. 

I submit that we in Caufomia would be able to make more farm 
loans and the average would go up but we would be able to serve 
the family farmers in our area more fully and we would be able to 
process more loans if H.R. 2211 was passed. 

I wanted to talk a bit about how tbe bank uses the program. As 
you know, ^e FmHA guarantee program offers a credit enhance- 
ment for banks to help finance lamily farms that may not fiilly 
qualify for a commercial loan at the present time. These would in- 
dude b^finning farmers, farmers that don't have a lot of experi- 
ence, farmers with a lack of established credit history, farmers 
with some credit inconsistency or problem that would require some 
enhancement for us to make ttiat loan. 

So this program is very beneficial for bankers and for borrowers. 
It helps us niake loans to family farmers that we would not other- 
wise be able to make. But there are some problems with the pro- 
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gram that we face, particularly in California, that does not allow 
us to take full advantage of the loan prc^ram and provide loans to 
ftumers. 

We feel that the relatively low loan limits result in inadequately 
differentiating the farm properties, and we are unable to fmaoce 
family farms in our area, particularly fully economic, full-time fam- 
ily forms for some of the permanent plantings in our area. 

I think that the FmHA farm real estate and operating loan pro- 
gram inadequately recognizes the types of farming operations and 
uie commodities uat are grown, the value of the farm properties, 
production costs involved in producing those commodities, toe plant 
and equipment that are required to grow those crops, farm cash 
flow requirements, and the decree of nnandal leverage that is re- 
quired for particular farms and which can be reasonably siipported 
by the cash flow from those farms. So all of these factors affect the 
miancial structure of the farm operation and the amount <^ debt 
that is required to finance it. 

High value crops, like those that are grown in California, require 
more debt capital and they can support more debt capital because 
their cash flow is better. H.R. 2211 will provide for an indexation 
of the loan limits based on the average value of farmland versus 
the U.S. average. 

I would like to again state, the environment that we work in in 
California. It was mentioned this morning that the average value 
of California cropland is $1,722 an acre whereas the average U.S. 
cropland is $700. In our particular area of operation, a lot of farm 
ground is planted to permanent plantings, orchards and vineyards. 
Tiie average value of^ farmland in that area is between $5,000 and 
$10,000 an acre, and there is some property in northern California 
that retains values in excess of $25,000 an acre. 

So I have included in my written testimony several examples, 
one of a farm ownership loan and one of an operating loan, that 
portray my statement that we are unable to finance many of the 
family farms in northern California. I would encourage you to go 
through that I think it is on pages 5 and 6 of my written testi- 
moi^. It explains the situation that we face. One is a walnut exam- 
ple and one is a peach grower example. 

I think you will see that we are just not able to serve some of 
these family farms, and with the indexation of the maximum loan 
limits through FmHA as proposed by the bill, this will improve the 
program, in my opinion, and allow us to serve those family farm 
operations that raise high value crops on high value land. 

Shifting to the definition of the family farm, this is an issue that 
we go through on each loan application that we submit to FmHA. 
llie county committee is required to determine the eligibility of the 
borrower. FmHA ofiicials told me that they go through five general 
criteria to make sure that that farm met the definition of the fam- 
ily farm. Several of these criteria pertain to the role of the appli- 
cant and his use of outside labor to produce the crops that are 
raised on the farm. 

In order for a borrower to meet the definition of a family farm, 
he has to provide a significant amount of management and labor 
to the farm operation. He can use outside labor but it has to be 
limited, and in California, as has been stated earlier, it has been 
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interpreted to mean that the family fanner can empli^ no more 
than two full-time farm employees. 

We have had difficulty with this because California agriculture 
requires more full-time employees than other farm operations in 
this Nation. We grow a lot of perishable fruits and v^etables. It 
is critical to meet the cultural practices in a timely manner so that 
we will not lose crop valve or have problems that result in losses 
to that crop. So the farmers oftentimes need to empl(^ more than 
two full-time employees. 

We have had oifFlculties with FmHA on the eligibility issue, lliey 
have disqualified loans based on the fact that the farmers have em- 

Rloyed more than two full-time employees. We feel H.R. 2211 clari> 
es the issue and clearly defines that the county committee cannot 
turn down an application based on the fact that the operation em- 
ploys more than two full-time employees. This is a more equitable 
treatment of the family farm definition, and I support that. 

The third area that I wanted to talk to you about this momii^ 
is the availability of credit elsewhere. Under the existing FmHA 
guarantee program, Farmers Home may deny a credit application 
based on the assertion that that borrower is able to obtain credit 
elsewhere from a commercial source. But the existing rules don't 
consider the avEiilability of credit to the farmer in the particular 
area where he is located. Oftentimes there is inadequate sources of 
capital available to the farmer in that area. There are very few 
lenders in the Sacramento Valley that are serving the family farm- 
er. 

The large multibranch, commercial banks generally require con- 
siderably higher minimum loan amounts, so basiccdly the Farm 
Credit System and community banks are about the only sources <^ 
farm credit available, and so we feel that FmHA should consider 
the sources of agricultural financing in a particular area b^ore de- 
nying a loan. 

It is difficult for the bank and the borrower if a guaranteed loan 
request is declined based on the credit availability issue. The bor- 
rower has gone through a big process in getting the loan. The hank 
has spent a lot of time in preparing the loan package, and as cer- 
tified and approved lenders, we feet that they should accept the 
fact that we say we need the guarantee on that ban in oraer to 
do it. So I support the part of H.R. 2211 that requires consideration 
of availability of credits in the area where the farm is located. 

In summary, the FmHA farm loan guarantee program offers a 
significant opportunity for lenders to finance fami^ farm oper- 
ations. By using the program, banks are able to serve farm cus- 
tomers that they would otherwise be unable to finance. However, 
I feel that the existing pn^gram requires the changes that are pro- 
posed by the Agricultural Credit Equity Act of 1993 in order to eq- 
uitably serve all this Nation's family farmers. 

In California, we have not been able to lend all the guaranteed 
loan funds that we have been allocated. One of the main reasons 
is that the existing program is tixt restrictive and does not allow 
us to make large enough loans. The passage (^ this bill will allow 
banks to increase agricultural lendii^, thus providing increased ac- 
cess to commercial credit ftn* U.S. fanners. This bill will help en- 



)y Google 



sure the FmHA guarantee program meets the needs of this Na- 
tion's fanners. 

Thank you, and I would be glad to answer any questions. 

Vrb.6 prepEired statement of Mr. Lauhon appears at l^e conclu- 
sion of the nearing.] 

Mr. Engush. l^ank you veiy much. 

Mr. Chambers. I want to ask our witnesses to summarize their 
testimimy, please, and try to hold that to within 5 minutes. 

STATEMENT OF JAMES T. CHAMBERS. CHAIRMAN. AGRI- 
CULTURE-RURAL AMERICA COMHITTEE. INDEPENDENT 
BANKERS ASSOCIATION OF AMERICA 

Mr. Chambers. Mr. Chairman, and distinguished members of the 
subcommittee. I am Jim Chambers and I am president of Town and 
Country Bank in Stephenville, Texas, locate! 60 miles southwest 
of the Dallas-Fort Worth area. 

I currently serve as the chairman of the agriculture-rural Amer- 
ica committee of the Independent Bankers Association of America. 
and I testify today on behalf of the 6,000 community bankers who 
are members of wis oi^anization. I appreciate this opportiinity to 
share wilii you the views of our Nation's community bankers. As 
you instructed, I will summarize my testimony and submit the 
statement for the record. 

H.R. 2211, the Agricultural Credit Act of 1993, would open up 
new credit opportunities for many family farmers whose credit 
needs exceed Farmers Home lending limits. IBAA supporte the con- 
cept of indexing the FmHA guaranteed loan limits to land values. 
We bcJieve that this will redress an inequity in the program that 
has created hardships for many family farmers in Caliiomia and 
elsewhere, particularly farmers who sell to cooperatives which typi- 
cally hold back a portion of the receipts until the price of the com- 
modity has been established. 

But we have several concerns about the effect that would have 
on the overall availability of credit, especiaUy on small borrowers. 
By opening up the program to larger borrowers, you may be in fact 
liioitmg thie availability of credit to smaller borrowers. To remedy 
tlds, we believe limits should be placed on individual loans so that 
no sii^e borrower or group of borrowers could obtain a dispropoiv 
tionate share of the funds. 

Banks have limito on the amount of capital that we can lend to 
any individual borrower and we suggest that perhaps similar rules 
expressed as a percentage of the State's total allocation be applied 
to this program to protect the interests of small borrowers. We also 
believe some accommodation should be made for those Stetee that 
have historically relied on pooled funds to meet their credit needs. 
The indexing formula should look at historical lending patterns to 
prevent any individual State from raroeriencing a severe reduction 
m the overall amount of funds available. 

We also support the section of the bill that grants Farmers Home 
county committees more flexibility^ in making family farm deter- 
minations. Clearly the number of full-time employees is not always 
the best criteria to use in meiking family farm determinations and 
county committees should have uie discretion to wei^ other fac- 
tors as well. 



)y Google 



40 

IBAA cannot support the proposal in the bill to abolish credit 
elsewhere tests for guarsnteed loans. We believe that this would 
undermine the purpose of the guaranteed loan prc^ram and sub- 
vert the mission of Farmers Home. If in fact credit is not available 
in a local area due to lending limitations or lack of reserves, that, 
in itself, would be cause for denial and the borrower would qualify 
for a guarantee. 

We lire very concerned that doine away with this important teat 
could result in a program for only the most creditworthy borrowers, 
whidi would breach the mission of Farmers Home. 

We also cannot support the provision on marketing asreements 
without substantial further study. We feel this issue should be han- 
dled outside this legislation because of the effects it might have on 
tiie borrowers and lenders alike. 

In conclusion, Mr. Chairman, IBAA supports the thrust of HJL 
2211, which is to extend credit opportunities under Fanners Home 

Biaranteed loan programs to all producers on an equitable basis, 
owever, we have concerns about the effect this would have on 
small borrowers and on States that have extensively utilized peol 
funds to meet their credit needs. We support the provision clarify- 
ing the guidelines on family farms. 

We strongly oppose doing away with the credit elsewhere test for 
Farmers Home guaranteed loans because it would undermine the 
historic mission of Farmers Home. We recommend that the provi- 
sion on marketing agreements be examined more extensively out- 
side the scope of this legislation to determine its full effects on 
Farmers Home borrowers and lenders. 

Thank you for allowing IBAA to testify today on behalf of the 
Nation's community bankers. I would be nappy to respond to any 
questions you may have. 

[The prepared statement of Mr. Chambers appears at the conclu- 
sion of the hearing.] 

Mr. English, "mank you. 

Mr. Graff. 

S TATE MENT OF KENNETH E. GRAFF, niESIDENT AND CHIEF 
EXECUTIVE OFFICER, CENTRAL COAST FEDERAL LAND 
CREDIT ASSOCIATION AND CENTRAL COAST PRODUCHON 
CREDIT ASSOCIATION 

Mr. Graff. Thank you, Mr. Chairman and Members of the sub- 
committee. My name is Ken GrafT. I am currently the president 
and CEO of the Central Coast Federal Land Credit Association and 
tile Central Coast Production Credit Association headquartered in 
Arroyo Grande, California. I will try to summarize. 

I am here today on behalf of our two institutions, the approxi- 
mately 1,000 8to(»holder/borrower8 that we serve in our area as 
well as on behalf of the Western District Farm Credit Coundl, 
which represents all of the farm credit associations in the five- 
State southwestern portion of the United States, and the stockhold- 
ers that they serve. 

Our associations have about $400 million in mortgage and oper- 
ating loans outstanding in our tri-county area. I am sure that you 
are familiar with the Farm Credit System and the nature of our 
institutions. What you aire probably not familiar with in our 
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tricounW Eirea is the extent of diversity that we have not only by 
size of farming operations — ^we finance alt types of operations, but 
also commodities, we have extensive diversification from cattie to 
v^etables, citrus, flower-nurseiy products, et cetera. 

We are also diverse by the nationality of our membership, which 
includes many Japanese growers, Dutch flower growers, as well as 
Hispanic growers. We do endeavor to serve a broad aspect of agri> 
culture in our area and in doing so, we employ a variety of nsk 
management techniques. We place loans in our own pornolio, we 
participate in loans with others, and some loans we make with 
guarantees, PmHA among others. Our two institutions have uti- 
lized the FmHA programs. Last year we received recognition for 
having about $1.4 million FmHA in guaranteed loans, the seventh 
h^hest level among all lenders in Camomia. 

. We are here today because we appreciate the efforts of Congress- 
man Dool^, Congressman Pombo, as well as the other Members of 
Congress who support this legislation because we believe that, hon- 
estiy, some changes are needed in order to make the benefits of the 
FmHA programs available to a broader segment of the agricultural 
community, particularly in our area. 

With remrd to that, I would like to comment on some of the com- 
ments made earlier about using averages. Averages can be deceiv- 
ins. Whenever >rou use averages with respect to California, I would 
ask you to consider the fact that if you took Cidifomia and placed 
it in the midsection of the country, it would encompass everything 
from Nebraska to Texas. If you took it and placea it on the east 
coast, it would cover everything from Virginia southward. 

In that, I think you can appreciate the fact that there is consid- 
erable diversification in California. We have areas in California 
and types of geography and commodities raised that probably re- 
semble the chairman's area. We have areas that resemble the east 
coast — ^to North Carolina, and we have a variety of virtually every- 
thing. 

So when we talk about averages in California, the average that 
the administration uses for average loan size, that may be a fact, 
but that may mean that we are only making loans in certain areas 
of California and there are many other areas that we are not serv- 
ing. Our area is one of those types of areas because of the relatively 
hi^-value perishable commodities that we finance. 

We run into a quandary in our area in both types of operations. 
We have some large cattle and diyland grain operations on the one 
hand which, because of the fact that they have very large acreages 
in order to be economically sufficient, they are of such size that 
they run into limitations with the FmHA loan program and they 
encompass thousands of acres. 

On the other hand, we have some very small family farm oper- 
ati(ms that encompass no more than 100 acres wiu high-value 
crops such as strawberries, vegetables, wine grapes, et cetoia, that 
sinularly run up against the dollar limitotions in the FmHA loan 
pntframs. These limits are particularly troublesome because of the 
ni^-value crops that we produce and they inhibit the ability of 
FmHA and ourselves to work with a large group of growers. Many 
of these growers are beginning farmers, minority growers, His- 
panics and others who are trying to get started, and many of those 
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t>eople are relatively small operations. I would like to dispel the no- 
tion that just because they borrow a lot of money doesn't mean 
they are not necessarily family or small farmers. It is just because 
the types of commodities they produce are inherently higher value 
and require a significantly higher investment per acre. 

When you get into vegetables, you can be talking from $2,000 to 
$7,000 an acre preharvest. When you get into strawberries, you 
could raise that to $10,000 an acre preharvest. So I would like to 
dispel the notion that these are not family fenners. These truly are 
family farmers and many would take great offense to people believ- 
inethat they weren't. 

lliese low dollar levels inhibit the ability of FmHA and ourselves 
to also assist some of these family-type farms with the transition 
from one generation to another. Given the increasing age of farm- 
ers in our area and the Nation, it is important to l^ve the avail- 
ability of FmHA guarantees to assist during that transition so that 
family farms can he preserved rather than being sold and combined 
with ever lai^r operations. 

As is readily apparent, the indexing formula contained in this 
legislation or some similar form of indexing resulting in higher 
loan limits is definitely needed. From our perspective, we are not 
necessarily wedded to the formula that is in this particular legisla- 
tion, but I think that we would be interested in working with the 
administration to come up with a formula that wiU provide more 
equitable access to people in our area as well as to other areas. 

A further impediment to financing growers in our area is im- 
posed by the limitation on employees. I have heard the discussion 
this morning that this may be administrative find more applicable 
in California. But I can testify to the fact that it is real. I am not 
sure that leaving it totally to the discretion of the county commit- 
tee is always best, although I think they Eire a good judge of that 
in many respects, but it could lead to variation from area to area 
in the way it is administered. 

Another comment regarding the employee limitation. There 
seemed to be in the response and the questions some concern about 
whether we can allow more part-time out not necessarily more full- 
time employees. Again, I would caution you about that particular 
aspect. We have many family farmers and, as Mr. Pombo and I be- 
lieve indicated in some of his comments earlier, a lot of our people 
in our area may farm 100 acres but they turn that 100 acres three 
times a year and they use those people frequently as they are turn- 
ing that acreage over three times in the various vegetable commod- 
ities. Rather than having to find those people only when they need 
them, they keep them on to do irrigation and other things during 
intervening times as well. 

I don't think we want to set up something saying we are only 
going to do this for part-time employees as opposed to full-time em- 
ployees and create by virtue of the legislation something that 
would preclude what I think is probably pretty good management 
practice by family farmers and relatively small growers in our area. 
So I would caution against that. 

I would also like to comment on the provisions precluding an ap- 
plicant having an agreement with a shipper who shares in the pro- 
ceeds. That is a very significant factor in limiting program partici- 
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pation in our area. As indicated in my testimony, approximately 75 
percent of the total a^cultural sales in our tnree-county area is 
ni^-value commodities — Btrawberries, vegetables, grapee, et 
cetera. Our portfolio is repreeentative of that. And thoBe are perish- 
able commodities. 

Given the high investment required nearly all of our small grow- 
ers, and in fact we believe it is a good risk management tool, have 
some form of a tie-in with a grower or Bhipper on Uie other end 
because they are not large enough and don t have the Bize or are 
not economically viable enough to be able to have the cooling oper- 
ation and/or a sales operation for their own individual operations. 
So they lypicalty do enter into those types of arrangements. And 
those types of arrangements are good business practices and they 
shouldn't preclude them from eligibility for the Fanners Home Ad- 
ministration program beneHts. 

In Btmimary, Mr. Chairman and distinguished subcommittee 
members, we believe the changes or the type of changes at least 
proposed in this legislation are both necessary and appropriate in 
order to provide equal opportunity for people in areas auch as ours 
to partiopate in the FmHA program benefits. They are truly family 
farms. I^ere are family farms m our areas and other areas of the 
country which produce labor-intensive, high-value commodities, 
and iaey need equal opportunity and equm access to these pro- 
grams. 

I thank you for the opportunity to be here and to present this 
testimony to you today, and I would be happy to respond to any 
questions you may have. 

[The prepared statement of Mr. Graff appears at the conclusion 
of the hearing:] 

Mr. Engush. Thank you. Mr. Weasel. 

STATEMENT OF MICHAEL WEASEL, VICE PRESIDENT. HUNT- 
INGTON NATIONAL BANK, SPRINGFIELD, OH. ON BEHALF OF 
THE AMERICAN BANKERS ASSOCIATION 

Mr. Weasel. Mr. Chairman and members of the subcommittee. 
I am pleased to be here on behalf of the American Bankers Associa- 
tion to participate in this hearing regarding the provisiona of H.R. 
2211, the Agricultural Equity Improvement Act of 1993 introdu<»d 
by Congressmen Dooley and Pombo. I am Michael Weasel, vice 
president of Huntington National Bank in Springfield, Ohio, and I 
am the chairman of the American Bankers Association Agricultural 
Bankers Executive Committee. 

The ABA is a trade association and professional association for 
America's commerciiil banks from the smallest to the largest. Our 
association members represent over 90 percent of the industry's 
total assets, including approximately 6,000 agricultural banks. 

My bank, Huntington National, has assets of $17 billion, with 
more than $105 million in agricultural loans. Approximately $5 
million of our agricultural portfolio is comprised of Farmers Home 
Administration [FmHA], guaranteed loans. In the interest of time, 
I will summarize my prepared statement provided to the sub- 
committee. 

To begin, I would like to express ABA's appreciation to you, Mr. 
Chairman, and the other members of this subcommittee for the at- 
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tentioQ and effort you have exerted in recent years toward stream- 
lining the lending programs of the FmHA. One way for banks to 
participate effectively in sound development projects that lack ade- 

n'« resources is to form partnerships with the Government 
ugh programs such as FmHA guaranteed loans. For this rea- 
son, bankers are encouraged by the changes and developments that 
are being implemented at FmHA. 

These improvements are important if the benefit of FmHA guai^ 
antees is to reach more rural borrowers. For a number of years, the 
commercial banking industry has been working closely with this 
subcommittee and USDA to devise workable solutions to correct 
flaws in the public/private delivery system leadership. Mr. Chair- 
man, great progress was made last year with the passage of the 
Agricultural Credit Improvement Act of 1992. This new law not 
only provides a framework to assist beginning farmers and ranch- 
ers, it also begins that difficult process of streamlining FmHA. 

For instance, last year's bill took a giant step forward in this 
area by establishing a certiiled lenders program [CLP], which em- 
powers bankers to use more of their own lending expertise, and by 
seeking to remove regulatory impediments which have frustrated 
the delivery of credit to rural America. In fact, Huntington Na- 
tional Bank is in the process of completing the detailed CLP appli- 
cation, and we hope to be the first in Ohio to receive CLP status. 
Althou^ somewhat imperfect in its current form, we believe that 
the CLP does hold great promise for the future. 

Today, we have been asked to comment on H.R. 2211 which ad- 
dresses the issue of unobligated FmHA guaranteed funds in certain 
regions of the country, due in piirt to FmHA current size limita- 
tions. First, the ABA would like to commend both Congressman 
Dooley and Congressman Pombo for the irmovative approach they 
have put forward for discussion in H.R. 2211. More specifically, sec- 
tion 2 of the bill would establish an indexing formula to calculate 
loan limits for FmHA guaranteed loans. 

In recent years, bankers from a number of areas in the country, 
particularly California, have expressed concerns about their inabil- 
ity to fully utilize the FmHA guarfinteed loan programs because 
local farm values often exceed me existing FmHA guaranteed loan 
limits of $300,000 for ownership loans, and $400,000 for operating 
loans. 

H.R. 2211 would provide more flexibility by enabling banka in 
those areas with high land values to make larger guaranteed loans. 
While the ABA is not opposed to indexing, Etnd while we certainly 
support flexibility, we are concerned that basing indexation solely 
on land values may unintentionally penalize some regions of the 
country. 

In discussing this legislation with a number of my banking col- 
leagues from across the country, concerns were raised by bankers 
from Western States with large ranches but with land values that 
are below the national average. While the indexation formula out- 
lined in H.R. 2211 would hold those regions harmless at the cur- 
rent loan limits, the value of the ranches themselves would remain 
too high to be eligible for FmHA guarantees. They too would like 
to see flexibility in the system, but feel that in its current form, the 
indexation formula in H.R. 2211 would never help them. 
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In Ohio, the land values are almoat twice the national average, 

{ret the current loan limits of FmHA have never been a prohibitive 
ending problem at my bank. Consequently, while indexation may 
have potentied to provide more flexibility, land values should not be 
the only criteria. In addition, other bankers have expressed con- 
cerns that usine only land values as the basis for indexation overly 
emphasizes real estate in the credit decisions for FmHA guaran- 
teed loans rather than analysis that should include likely future 
production and cash-flow projections. 

This is not to suggest that the loan limits are not a problem in 
some regions of the country. Clearly, land values in California have 
lessened effective bank participation in the FmHA pro-ams in 
that State. With the amount of unused authorization available in 
recent years, the ABA could consider supporting the development 
of a mechanism that would provide for more flexibility in the cur- 
rent system so long as it does not penalize any one region of the 
countiy. The ABA will be pleased to work with this subcommittee 
and FmHA to help devise a loan limit mechanism that is flexible, 
regionally neutral, and fair. 

I would like to take this opiwrtimity to express ABA siipport for 
the changes the bill makes with re^iect to nired labor. Section 3 
of the bill changes the existing FmHA hired labor limits to better 
r^ect to reality of today's farming situation. Specifically, this pro- 
vision provides that FmHA may not deny a loan solely because 
more than two individuals are employed full-time in the operation 
of a given farm or ranch. 

Hired tabor on our Nation's family farms is a fact of modern 
fanning. Even modest dairy farms, for example, have some hired 
labor, many of which are mil-time employees. Using the existing 
hired labor rules no longer remains a good indicator of a "familjr 
farm operation. 

Mr. Chairman, the ABA believes that there continues to be a 
number of factors that discourage full utilization of FmHA guaran- 
teed lending programs by lenders. Although last year's credit legis- 
lation provides an excellent framework for future success, it re- 
mains imperative that the Congress and USDA continue to care- 
fully monitor the implementation of laws and regulations so that 
congressional intent is fully reflected in the implementing regula- 
tions. Workable FmHA regulations can contribute enormously to 
greater utilization of unobligated guaranteed funds that will enable 
more financially distressed rural borrowers to obtain loans. 

For example, the Agricultured Improvement Act of 1992 called for 
a "simplified" lo£in application for loEtns under $50,000. Unfortu- 
nately, the implementing regulation essentially requires a banker 
to do as much as would be required of a larger, more complicated 
application. The only difference is that a banker need not send as 
much material to the FmHA oflice. 

What bankers originally envisioned with a simplified application 
was an installment-type loan similar to a common auto or credit 
card application. It is our hope that the FmHA will get together 
with the lending community to devise a workable, simplified appli- 
cation. 

Another area that discourages participation in the program is the 
current certified appraisal requirement for guaranteed loans. 
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Under FmHA regulations, all guaranteed loans must have an ap- 
praisal performed by a certified or licensed appraiser. This require- 
ment is contraiy to current banking regulations that require a cei^ 
tified appraisal only for loans in access of $100,000. Consequently, 
we would ask that FmHA reca«nize the same certified appraisal re- 
quirement as those established by the banking regulators. 

In addition, there remain a number of implementing regulations 
from the Agricultural Credit Improvement Act of 1992 that have 
not yet been released for comment. Getting these regulations before 
the banking community for comment in a timely fashion would cer- 
tainly encourage greater participation. 

In closing, I again wish to commend Congressmen Dooley and 
Pombo for tiieir efforts to address the FmHA guaranteed loan limi- 
tation issue. Also, the banking community greatly appreciates your 
leadership. Chairman English, as you continue to seek ways to en- 
hance and modernize the Farmers Home Administration prcwrams. 
Please be assured that the ABA stands ready to woik witn this 
subcommittee and the Farmers Home Administration to make the 
FmHA guaranteed loan programs more flexible and more workable 
for more farm borrowere and lenders throughout the country. 

I will be pleased to answer any questions at this time. 

[The prepared statement of Mr. Weasel appears at the conclusion 
of the l^anng.] 

Ms. Long [assuming chair]. We have been called to a vote, so 
rather than proceed with questions, I will call the next panel. If 
you will take seats behind the table. When the final panel has com- 
pleted their testimony, we will be open for questions. 

Mr. Herb Aarons, California Coastal Rural Development Cor- 
poration, Salinas, California; and Mr. Russell Katayama, a farmer 
from Orosi, California. 

STATEMENT OF HERBERT AARONS, PRESIDENT. CALIFORNIA 
COASTAL RURAL DEVELOPMENT CORP. 

Mr. Aarons. My name is Herb Aarons. I am president of Califin> 
nia Coastal Rural Development Corporation. I would like to thank 
the subcommittee for their interest in this bill and thank the sub- 
committee for the invitation. 

We are a lender to small farmers and have a high percentage <^ 
limited resource loans. Although very small, we are probably one 
of the seven largest FmHA guaranteed lenders in Cabfomia. I am 
a founding board member of the Agricultural Credit Opportunily 
CoaUtion which sponsored Uiis legislation and would like to tlumk 
the Congressmen who presented the l^slation. 

Before becoming president of California Coastal, I ran a straw- 
berry and vegetable cooperative with 60 families' members and we 
are very much interested in limited resource farmers. We are very 
much opposed to making the program only for the benefit of larger 
farmers. That is not at all our intention. 

The main objective of H.R. 2211 is to index the guaranteed loan 
limits for each county throughout the United States based on the 
average land value because we have found that the average land 
value correlates well with other factors that indicate size: For ex- 
ample, operating costs. 
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If land values are very high, it is an indication that the land will 
support high-value crops and, therefore, the operating costs in rais- 
ing high-value crops will aiso be hieb. So we find that land is a 
good indicator of tnat and that is why we made it the criteria. If 
there are suggestions for changing the criteria, we are more than 
mlling to looK at any changes in that criteria. 

He bill also looks to revise the family farm definition to elimi- 
nate a current bias against farm employment — that is the only way 
we can look at it. If you are looking at a farm in the Midwest that 
has 5 million dollars' worth of machinery and capital assets, you 
could say that is a big farm. If a fftrmer has $5 million to buy ma- 
chinery, why is he not classified as a large farmer while a Salinas 
Valley farmer who has 20 acres but hires 50 people to pick his 
strawberries is classified as a lai^e farmer. 

FmHA has made the argument previously that California by it- 
self, the California State office looked to redefine the two-peraon 
maximum and to make it more restrictive than the national. The 
actual intent in the California revision of the regulation was to ex- 
pand the national definition. The national definition previously had 
been more restrictive and the attempt v/as made at the Caliiomia 
State office to make it more expansive because loans were routinely 
being turned down by the county committees on farmers who had 
two niU-time employees. 

The joint venture arrangement is very crucial to the central 
coast, and I have noticed that USDA has no objections to that. We 
haven't heard objections to that change and I think it should be im- 
plemented as quickly as possible. If it doesn't need statute, we are 
open to having that change made. We have been working on this 
issue for several years, previously with Congressman Panetta, and 
I am very happy to see Congressman Fan* has taken over his inter- 
est in farm programs — but we have been unable for many years to 
make the changes that are incorporated in this bill and that is why 
we are bringing this bill forward. 

FmHA has not been forthcoming in looking at making the admin- 
istrative changes, and I am happy to hear there is a change of alti- 
tude from Farmers Home Administration and that now we will be 
able to see these changes being made. 

The availability of credit goes directly to the issue of job develop- 
ment. An existing farm without access to credit is like a factory 
wanting to relocate to an area of high unemployment. As a matter 
of public policy, what public body would place a two or three person 
cap on the number of^ employees hired as a condition of public as- 
sistance. That is actually what is being encoded in the law under 
the current regulations which look at a maximum of two full-time 
employees. 

A farm is very similar to any other type of employment generat- 
ing facility, but we are making it a condition of^ pubUc assistance 
that that entity have only two full-time employees. In California, 
we must have 2 million agricultural workers who are part-time — 
we have a tremendous unemployment problem in the agricultural 
communities and it makes no sense to put a limitation on farm em- 
ployment versus some other criteria. Minorities, especially Latinos, 
constitute a very high percentage of ffumworkers. This community 
has a high and growing unemployment rate. 
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Califomia's farm income is the highest of any State. We have 
about 12 percent of the national total. Yet Caliromia farmers re- 
ceived only 2 percent of the total FmHA guaranteed loans. Ilwre 
is obvious^ an inequity here and that \b what we are trying to deal 
with. The statement that there would be less loans made doesn't 
really — fails to qualify, that there is approximately 30 percent un- 
used allocation capacity in the feirm operating loan prtwrazn. 

Thirty percent of the money is unused. That means that if for ex- 
ample the indexing increased the maximum size to, say, finm 
$150,000 to $260,000, there would be an additional 30 or 40 peiv 
cent loans made. There woiddn't be less loans made, there would 
be more loans made. 

In terms of the question of historical usage of the pool funds 
which traditionally go back to the Treasury and then axe reallo- 
cated by the FmHA national office, there is unused capacity even 
within the pool. Approximately 30 percent of the farm operating 
loan money goes back. So that unused capacity would increase the 
total number of loans being made, not decrease the total number 
of loans being made. It is not our intention to dearease it. It is our 
intention to make the program usable and acces8U>le by more farm- 
ers, especially California Armers. 

I mentioned the family farm definition. I would only like to sa; 
that the pn^ram, especially in California, has a low and acceptable 
default rate. The California default rate is one-half of 1 percent 
Nationwide, the default rate is less than 1 percent, so we are talk- 
ing eibout a very cost-effective program. In fact, looking just at the 
St^te of California, the program hais no net cost to the Treasuiy be- 
cause the default rate is less than the 1 percent fee that is charged 
to the borrower and paid to FmHA. 

So in reality, this is one of the more cost-effective programs. It 
is a veiy helpful program for small farmers. We just need to 
change the parameters of the program to make it usuul for farms 
in the Nation's largest farm State, California, and to enhance the 
use and usability of the program. 

I thank the subcommittee and I stand ready to answer questions. 

[The prepared statement of Mr. Aarons appears at the conclusion 
of the hearing.] 

Mr. English [resuming chair]. Thank you. I am sony we had a 
vote taking place. We don't have any control over that. Mr. Farr 
told me your testimony is excellent. 

Mr. Katayama. 

STATEMENT OF RUSSELL KATAYAMA, PRODUCER, KATATABIA 
& SONS. AJfl ) MEM BER. CALIFORNU CITRUS MUTUAL EXEC- 
UTIVE COMMTTTEE 

Mr. Katayama. Good morning. My name is Russell Katayama. I 
am a third generation citrus grower from California and my broth- 
er and I, along with my father, farm 300 acres of citrus in the San 
Joaquin Vedley. 

We are family farmers. We live on the property. All three fami- 
lies do. And we work — ^the work is done primarily by ourselves ex- 
cept for the — some of the more extensive pruning and harvesting 
operations. 
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Our farm is our sole source of revenue. I believe in our industry 
the minimum acres to sustain a family is about 100 acres. They are 
small units but most — ^the owner-operator or owner-farmer, they 
have other forms of income. 

Land values in the Sfin Joaquin Valley for citrus have fallen dra- 
matically in the past few years. It was not imcommon in the late 
1980*8 for property to change hands for $12,000 to $15,000 an acre. 
Today that same property is selling for $8,000 to $10,000 per acre. 
We believe the market has bottomed out. 

Southern Cfilifomia acreage is more expensive due to urbaniza- 
tion. Farm costs average about $1,300 an acre. This figure encom- 
passes all agricultural activities including power to run our wind 
machines for frost protection. Harvesting and marketing add an- 
other $3,000 per acre. 

My family and I attempted to work with FmHA after the dev- 
astating freeze of 1990. We lost 95 percent of our crop. We incurred 
expensive rehabilitation costs, had to replace 10 acres of trees and 
plus incurred all the cultural costs for the 1991-1992 crop year. 

I should mention that at this time I am a member of liie Califor- 
nia Citrus Mutual Executive Committee. At the time of the freeze, 
I was a director find CCM worked diligently at the State and Fed- 
eral levels to help growers through the disaster. 

Citrus Mutual functions as a citrus producers trade association 
and was at the forefront of the assistance for growers and farm- 
workers. Our efforts were on many fronts with congressional lead- 
ers such as yourselves, the previous administration, and State of^- 
cials. We had an excellent working relationship with USDA and 
with State Farmers Home Administration director. Rich Malloiy. 

I mention this to indicate that if anybody was going to be suc- 
cessful in working with FmHA, it was going to be us because of our 
involvement and our relationship. Out of 7,000 growers who lost 
eveiything, only 16 were able to utilize the FmHA emergency pro- 
gram. 

That is a travesty. What good is a prc^ram if no one can use it. 
Hopes were raised after weeks of depression when all was lost. All 
this was dashed when reality set in. This agency and ita program 
did not help the farmer it was designed to assist. 

Reasons for disqualification were many. CCM, in coQJunction 
with Congressman Dooley, attempted to overcome these obstectes 
via emergent^ regulations or clarifications to the existing rules, but 
tbe bottom line was that the founding fathers of FmHA pn^ams 
had no knowledge of the perishable industry or California's high- 
value crops as they drafted language. 

Fortunately, our historical n^ for FmHA has been minimal, but 
when the need was greatest, it wasn't there. We were ineligible be- 
caiise of our land values and that is why the indexing provision of 
H.R. 2211 is so important. It recognizes the multitudes of variances 
across the country in terms of values and coste. 

As I commenced the FmHA application process, it became appar- 
ent that a multitude of obstacles were going to surface. One dealt 
with my ability to control my harvest and/or generate revenues for 
my crop. In the California citrus industry and many other perma- 
nent crops, fanners devote all their time and energy to production. 
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We place our harvesting, packing, and marketing in the hands of 
somebody or some entity that we believe will optimize our returns. 

The fioale of economies for harvesting, paclung, and marketing 
requires us to pool these activities with other growers. By myseu, 
I cannot afford to hire the workforce to do the job. FurtJiermore, 
the workforce would not work fiill-time. The pooling or cooperative 
concept allows growers to hire one harvester, one packinghouse and 
one marketer and keep them employed year-round. They tell us 
when it is the best time to pick and how they vrill pick and when 
we can expect them to resume harvesting and marketing. 

Our fruit is stored on the tree. We can delay a harvest, we can 
pick one or two trees at a time depending on market needs — we 
can pick x number of trees in one grove and come back later. Much 
of tlus decisionmaking is in the h^da of another, an expert in the 
process, if you will. But this was an area of concern with existing 
rules and regulations. 

H.R. 2211 recognizes the need to modify and addresses the situa- 
tion in a fair manner for California agriculture. Many of my nei^- 
bors were prevented from participating in the emergency loan pro- 
gram because of the narrow definition for family farms. 

My brother, dad, and I are not the unique ownership entity in 
this industry; we are the norm. The scale of economies in citrus 
gives us greater opportunities when we work together. Existing 
language fails to recognize that. 

Finally, I would be remiss if I didn't mention one major obstacle 
in our industry's utilization of the program — the lender of last re- 
sort. I understand the genesis of that direction, but in the final 
analysis, my family, my friends, my industty cannot participate 
afler we had lost ^most everything. Those who could were at the 
highest risk. I was not 1 of the 16. 

Hopefully, I will not have a future need. But if it freezes this 
ChristmEis, I will be devastated, but not eligible, lliat is why we 
need these corrective measures. 

Thank you. 

[The prepared statement of Mr. Katayama appears at the conclu- 
sion of the hearing.] 

Mr. Engush. Thank you. 

Mr. Dooley. 

Mr. Dooley. If we could have the prior panelists 

Mr. Engush. Would the other members of the panel come for- 
ward. Let me say, without objection, we will keep the record open 
for any additional testimony that may be submitted. I know we 
have already had three or four people submit testimony, so, with- 
out objection, we will make that written testimony a part of the 
record. 

[The information appears at the conclusion of the hearing.] 

Mr. Engush. Mr. Dooley. 

Mr. Dooley. Thank you. 

Hiank you for taking the time to come out today. We have 
gained a lot of insight in changes that need to be made in the legiB- 
uition. We need to have caps on this in order to try to ensure tibat 
we are not giving an unlimited amount of money that can be 
loaned. 
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One area is a manasemeDt relationship and cooperative agree- 
ment that a farmer might enter into with a processor. 

Mr. Chambers. The marketing agreement, grower-shipper? 

Mr. DooLEY. Right. 

Mr. Chambers. I don't think particularly that we have a problem 
with the relationship. It is obvious that in order to ma»et the 
products, situations exist where a farmer would have to have a 
grower-shipper agreement. 

I think our concern might be that you could find a case where 
a bank might have to take a diminished position as a lender and 
perhaps even the FmHA may have to diminish its lien status rel- 
ative to the contract. I think the contracts are made normally even 
before the application for the Farmers Home loan is submitted. 

In that case, I think the grower-shipper would probably need to 
have a first lien on the piquets. Obviously that would promote 
more risk for the lender. 1 think what we are looking at there is 
an unfortunate situation where if you did have a default on a loan, 
obviously the lender would be diminished somewhat as far as his 
collateral is concerned. Our concern is that maybe rather than ad- 
dress this issue legislatively, if this couldn't be worked out outside 
the bill. It is an obvious concern. It is a catch-22 situation, but it 
has to be worked out. 

Mr. DOOLBY. One other point you made — what our intent is on 
the credit availability issue, it is not at all to diminish the existing 
standard where a lender of last resort, we are trying to include 
what is happening in parts of the country where there is la<^ of 
available cnMit because there aren't banks out there that are inter- 
ested in loaning money. We are adding that as another consider- 
ation that can be entered into. I appreciate your concerns on that. 

I was also interested in, Mr. Weasel and the bankers, are any of 
these guaranteed loans — do they lend themselves to the seconilaiy 
market, are people packaging these £md marketing them on the 
secondary market? 

Mr. Chambers. Not particularly in my area. 

Mr. Lauhon. We do use the Farmer Mac market as a source to 
sell FmHA guaranteed farm ownership loans and as a meeuis to 
price those loans because Farmer Mac haa a program termed 
Farmer Mac 2 in which they are willing to purchase the 90 percent 
portion of the loan that is guaranteed. In fact, they announce pric- 
ing of those loans weekly each Thursday, and we use those net 
yield indues to price the loans that we originate on the FO pro- 
gram. 

Mr. DoOLEY. Mr. Weasel. 

Mr. Weasel. Our bank has not, but there are lots of banks that 
do utilize the secondary market. 

Mr. Graff. Our association has done so and there are other farm 
credit associations in our district that likewise have used that ave- 
nue for making and selling some FmHA guaranteed loans in the 
secondary market. 

Mr. DooLEY. In California, obviously, maybe we are under a dif- 
ferent standard in terms of hired employees where two full-time 
employees has, I think many of the bankers from California would 
say has been a problem in terms of eligibilities for the pn^^rams. 
For people that are outside of California, that has hired number of 
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full-time emplojrees been a problem with loans that you have tried 
to run through the FmHA or is this just unique to Cuifomia? 

Mr. Chambers. It Ib in Texas, particularly in the central port of 
the State where we utilize the program eztensively. There are peak 
times wh«i you use more hired help, and there are allowances 
made for that. But oftentimes you find situations where, just like 
any small business that has a number of emplt^ees, it is necessaiy 
to nave more than two employees to do the job. 

Mr. Weasel. Our bank kaa not had a problem with that. We are 
looking at large credit requests. Where it tends to be livestock ori- 
ented, there would be a problem because there will be more than 
two full-time employees. 

Mr. Engush. Mr. Pombo. 

Mr. POMBO. Mr. Laubon, I would like to go over one of the exam- 
ples that you have in your written testimony. It has to do with the 
small family farmer that buys 40 acres of land and you have laid 
out there what his operating expenses are. Undenifibly this is a 
small family farmer, and from the loan amount that you have for 
40 acres, I think that is pretty reasonable for your area. 

Would you make a loan like this, with a bottom line of $8,000? 

Mr. Lauhon. That margin is pretty slim, and based on tms as 
a stand-alone operation, the beuut would not make this loan. The 
fiunilv farmer would have to either have outside income or addi- 
tional farm property in order to qualify for a loan. 

Mr. PoiifBO. So under the current standiirds in this program, you 
could not make a loan for a small family farmer gettmg into pur- 
chasing a 40-acre walnut orchard? 

Mr. Lauhon. Not unless he had supplemental income to go along 
with the farm income, that is correct. 

Mr. POMBO. So realistically he would have to at least double or 
triple the number of acres before you would even consider him eco- 
nomically viable to be a small fanuly farmer in your area? 

Mr. Lauhon. That is correct. WiUi the debt and the overhead, as 
I have stated it on this assumption, yes, that is correct. 

Mr. POMBO. So this prc^ram is going to help the small family 
farmer in high value areas. And in areas where we grow hi^-value 
crops, it is going to have to find a way to increeise the guaranteed 
amounts in order for anybody to get started regardless of who they 
are or whether they are minorities or whatever the criteria that 
has been laid out in this program — it doesn't matter who they are, 
it is going to have to be a much larger program in order for some- 
one in your area to get into farming? 

Mr. Lauhon. I agree with that. On a full-time basis on owned 
proper^, I agree with that absolutely. 

Mr. POMBO. Is it your understanding that this program is to help 
a full-time farmer or is it designed to supplement the income of a 
weekend farmer or a hobbv farmer. 

Mr. Lauhon. I believe tne intent is to assist family farming oper- 
ations of which you can be a full-time or part-time farmer. I dont 
know that there is a distinction between uie two, but certainly the 
program is intended to help both. I would say more so the full-time 
farmer theui the part-time farmer. 

Mr. POMBO. Thank you. 

Mr. Engush. Thank you. 
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Ms. Long. 

Mb. Long. Thank you, Mr. Chairman. 

I have a question I would like the panel to respond to regarding 
the provisions in section 3. Mr. Weasel, I think you spoke favorably 
regEuding the provisions dealing •with more thaii two fiiU-time em- 
ployees on the farm. 

My question deals with the expanding eligibility right above that 
where it would be expanded to include those engaged primarily and 
directly in farming or ranching, where the applicant is participat- 
ing in routine, ongoing farm activities and in overall decisionmak- 
ing with regard to the farm or ranch. 

That might include some people who are not working the farm 
on a daily basis, but routinely have some involvement, and that 
vrould appear to me then to expand loan opportunities for &ose in- 
dividuals and with limited resources, and it may make it more dif- 
ficult for some small fftrmers that are working full-time eveiy day 
on the farm. 

Is that your interpretation? What is your reaction to that por- 
tion — any one of you. 

Mr. Aarons. Our intent in changing that language was that we 
were referencing the old test which required that a farmer provide 
a substantial portion of the labor on the farm. Now, the problem 
with that is that quantitatively, on a reasonable size, even a 50- 
acre vegetable or strawberry farm, a farmer who baa 50 employees 
on a part-time basis and three or four on a full-time basis could 
not meet that test of providing a substantial portion of the farm 
labor. 

So our intent was to recognize his or her true farm status, which 
was in a managerial aspect. The farmer was not providing 80 or 
90 percent of the labor but was full-time managing the farm and 
controlling the operations of the farm. That was the impetus for 
that language change. 

Mr. DOOLEY. If t£e gentlewoman would yield, what that does is 
add another provision to section 1922. So all the existing require- 
ments in terms of being a bona fide farmer and a small farmer are 
still maintained. This just gives the opportunity that if you are on 
a small farm that is going to be perhaps hiring more people, that 
it gives that flexibility to expsmd it to that. But you would still 
have the other requirements that will still be a part of the existing 
statute. 

Ms. Long. My concern is that in expanding the ehgibility — and 
maybe in California it would work one way — I think in the State 
of Indiana and other Midwestern States that it might go too far. 
The intent again, I think, is very good. I just would have concerns 
that somebody who is — who would be classified as a bona fide 
farmer under this language might not actually be, but just because 
they are routinely working •mth those who are working their farm 
but not actuEilly a real farmer in the sense of being a real farmer — 
I think that would be important. 

Mr. English. Thank you very much. If there are no further — Mr. 
Dooley, do you have any other questions? 

Mr. Dooley. No, that is fine. 
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Mr. English. I want to thank our witnesses. We have had fine 
testimony this morning. We appreciate you coming before tiiis sub- 
committee. 

With that, we will recess subject to the call of the Chair. Thank 
you. 

[Whereupon, at 12:36 p.m., the subcommittee was adjourned, to 
reconvene, subject to the call of the Cbair.l 

[Material submitted for indusion in the rectaxi follows:] 
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Scatemenc oC the Honorable Cal Dooley 

before the Houae Subcc^nnittee on Environment < 

Credit, and Rural Development 

on H.R. 2211, the Agricultural Credit Bguity Act of 1993 

October 2B, 1993 

Mr. Chalmwin, I would like to tzUte this opportunity to thank 
you Cor holding this hearing today on H.R. 2211, the Agricultural 
Credit Bguity Act of 1993- I introduced this legislation in 
response to numerous cotplaints that I have received about the 
inadequacies of the Fanners' Home Admlni a t rat ion programs. 

I think that a quick look at the number of loans made in the 
50 states, agricultural production in these states, emd the 
allocations of FmHA Cimding for each state paints a clear picture 
ol where the programs fall short. Hhile the PmHA farm loan 
programs are designed to allow people to farm full-time, the lack 
of credit availability in my district is making it difficult for 
family farms to begin, continue or ei^aod operation. Many 
states, including Florida, Hawaii and in much of the Northeast, 
face the same situation. I know that an ei^anaion of the FmHA 
loan programs creates concern among some who remember the large 
defaults on FmHA loans in the early 1980b. However, I believe 
that the provlBlons and concepts contained in my bill will not 
have a detrimental iiqiact on the FmHA programs, but will simply 
make the programs more responsive to the needs of fcuniiy farmers 
in states where traditional farming operations do not fit the 
narrow PmHA definitionB. 

Mr. Chairman, I hope that today is the beginning of a 
process of addressing the many concerns that the farmers in my 
district and other parts of the country have with the FmHA loan 
programs. I hope that you will work with me, the administration 
and the other supporters of H.R. 2211 to fashion legislation that 
is acceptable to all parties. 

Let me take just a moment to discuss the various provisions 
of the bill. Section 2 of the bill addresses the disparate costs 
of land and operating costs in different regions of the country. 
Specifically, the bill directs the Secretary of Agriculture to 
develop an indexing system, baaed on the Census of Agriculture, 
to allow for higher loan limits in areas where land values, 
operating coats, or both, exceed current program limits. In no 
case would the Secretary be able to drop the loan limits below 



Indexing of credit limits will allow farmers in areas with 
high land costs to use the FmHA loan guarantee programs, while 
farm land can be purchased for S^OO an acre, land values in the 
San Joaquin Valley of California, the number one agricultural 
producing area in the country, range from S2,S00 to S'',500 per 
acre. The current FmHA loan limits make it virtually impossible 
for a feutiily farm In Chat region, which I represent, to take 
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ftdvancage oC ch« progruna. 

SecCion 3 of the bill addresaeB an Isaue Chat has been a 
long •standing problem in California, the definition of a family 
farm. FmHft regulations contain a fairly broad definition of what 
is a family farm, but the rule-ot-thumb In California ia that a 
Canily farm can have no more than two full-time anployeea. Mhile 
this is supposed to be a guide to Che county coamittee membera. 
it has beccme for all practical purpoaea a cut-off. Tlie 
limitation ia unfair to fanaera who produce apeclalty cropa, 
crops that do not use mechanized harveaclng equlpnent, or farms 
that must rely ccopletely on irrigated land. It is a single tact 
that regardless of how many hours a farmer worlcs there are acme 
jobs that must be crusted to anployeee. Tbeae include 
supervising wseding crews, irrigation crawa. harvest crews, and 
other activities involved in the growing of perishable 
coomodiciea . Hoat of the farina in my district are truly family 
farma, but thay are discriminated against in Che FmHA program 
becauae of the number of full-Cime enployees. needed to run these 
operations. The current definition is so inflexible that a 
farmer in the San Joaquin Valley who was confined to a wheelchair 
was deoied an PmKA guaranteed loan because he bad more than too 
full-time enployees. Clearly, thia is not fair. 

Section 4 of the bill addresses the issue of credit 
availability. Specifically, the bill would allow the FmHA to 
consider the availability of convtercial credit In the area when 
making a decerrainaCion about Che ability of a farmer to qualify 
for an FmHK loan guarantee. Under current policy, FmHA. can only 
look ac the financial need of the farmer, not at the ability of 
the area credit market to provide funds. The fact is that in 
many parts of the nation, comnunity banks do not have sufficient 
deposits CO moke long-term loans or loans with fixed Incareac 
races, unless Chey have access Co Che secondary markec. Hhlle a 
famer with a stable financial situation could in theory get 
credit wlchouc Che FmHA guaranCee, Che face is Chat in many 
cooDiunltleB thac is noC possible. 

Section 5 of Che bill addresses the use of a comnon 
marketing arrangemenc in which Che producer of a perishable 
coninodiCy enCers Inco a contract prior Co harvesting a crop with 
a large shipper. Without these arrangement a , small family 
farmers would not have access to Che markecs Chey do now, which 
would severely limic Cheir abillCy Co sell Chelr crop. CurrenC 
FmHA policy prohibits a farmer who enters Into such a grower- 
shipper agreement Co qualify for a guaranceed loan. This 
prohlblcion is in place because of Che concern Chac an undue 
benefit is being provided to a larger than family-sized entity. 
In reality, cheae agreemencs are for the primary benefit of small 
farmers who could noC raarkeC Chese crops on Cheir own. It is 
unlikely chat a grower- shipper would negotiate a separate 
contract with a small farmer singly to obtain an FmHA loan 
guarantee . 
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Section e tuikma a change in tlw bieirgancy Loan (BK) program 
to bring it into line with the other FmHA loan guarantee 
programs. Shoztly after I was elected to Congress in 1990, my 
district was hit with a devastating Ereeze. The freeze wiped out 
most of the lemon and orange crc^s. Facmers turned to FmHK for 
assistance through the mt loan program. However, of the 
approximately 3,000 citrus farms hit by the freeze, only 16 
farmers received emergency loans. 

My bill brings the emergency loan program in line with other 
FaSA guaranteed loan programs. For instance, under the operating 
loan ana farm ownarBhip loan programs, FmHK has the option of 
conBld«ring a family farm, wh«re all owners are related by blood 
or marriage, as if each owner were an individual owner of his or 
her share of the family operation. In effect, this provision of 
law allows families who have pooled their land and farm resources 
Into a single entity to be able to qualify for an FmHA loan. 
However, this treatment oC family farms has not bean extended to 
Che Bmergency lioan program. Anyone who represents an 
agricultural district that has sustained a disaster must be aware 
of this discrepancy in law. I believe that this provision of my 
legislation goes a long way In addressing this problem. 

I believa chat my legislation makes some sensible changes in 
Che FmHA guaranteed loan program. Tlie record clearly shows chat 
Che loss race Co Che govecnmenc under cbe guaranteed program has 
been many cimes smaller than that under the direct loan program. 
TbM face is that when private lenders have a 10 percent risk in a 
loan, it creates a situation where loans are made only to those 
with Che ability to repay and increases the stability of the 
program. In California, for exanple, the actual loss rate in Che 
guaranteed loan program over the last five years has been less 
Chan one- half of one percent. 

I rant to emphasize to my colleagues that this legislation 
Is in no way intended to reduce Che availability of credit in 
■caces wlch high FmHA parclclpaclon . In face, according to PinHA 
figures, more Chan 50 percent of the guaranteed program funds . 
have gone unused in the past two years. This is unbelievable in 
light of Che serious credic crunch facing all of our caoiitunicieB . 
The guaranceed program should be fully utilized. Hy legislation 
will allow this to happen. 

In conclusion, I believe that the connon sense provisions 
encompassed in the Agricultural Credit Equity Ace of 1993 will 
extend family farm opportunities in areas where they have not 
previously been available, at little or no cost to the taxpayer. 
The bill will assist many rural coonunities In job creation and 
economic developntenc by excendlng Che aArailabillcy of a proven 
program. 
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Thank you and good ■orning, Mr. CbaizMan and — bara of tba 
CMOiittaa. Z appraclata tha ^f>ortunlty to lao with you today to 
diaouaa H.R. 2111, tba 'Aqrlcultural Cradlt Bqulty kcrt of 1993." 
Thl* bill daala prlBarlly with tha Faraara kom AdMiniatration 
(FaHA) guarantaad fant loan lialta, which la dapandant on tba 
borrowar ■aaCing tha datinltion of a Caaily-alaa far*. 

Lat »a atart with a Bantion of tha baaic Biaaion of TwBA, 
which ia to provide auparvlaad cradit to faaily far)aara who ar« 
unabla to obtain coBNarcial cradit at affordabla rataa and taxma. 
V» want to ba abla to work with you in anaiisdng that our aarvicaa 
ara availabla to all aliqibl* applicants. 

Na hava no objactlon to anactaont on HR 3211 if aaandad aa 
diacuaaad balow. 

Onarantaad Leana 

Saction 2 of H.8. 3211 would indax guarantaad fara ownarahip 
and guarantaad oparating loan liaita In araaa with abova avaeaga 
land and buildlnga coats to tha U.S. avaraga valua of land and 
buildings as raportad by the Cansus of Agrlcultura. 
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ni* •xi*tlng lialts •■ •«tablish*d by law ara $300, ooo for a 
guarantaad fara ewnarobip loan and $400,000 for a guaranteed 
oparatlng loan. 

IttdMting would allow guarantaed operating loans of up to 
$1.« million and guarantaad ownership loans up to $1.2 aillion in 
CallComia. In addition, .32 othar States have land and building 
values abovs the national avaraga. 

Such loan limits would severely limit the number of fanaers 
wa would be able to asaist, based on ouz currant guaranteed loan 
authority as provided by Congess. More specif Iclally, Indexing 
would sevaraly hamper our ability to assist the most needy 

Hr. Chairman, we sea no advantage in getting bacX into 
mil lion-dollar loans. One of the sad diapters in PmKh'a history 
was the time when there ware no dollar limits on amargency loans 
and borrowera did not have to ba family farmers to qualify. 

We recognise that farming in California and some other 
states is unique in this country, and we recognize its ii^ortance 
to the economic health oC those States and the nation. Hith that 
view in mind, ve eicaalned a broad range of loan factors, such as 
average loan sice, delinquency rates, perccntagea of applications 
approved, and the average time to close a loan. 
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In only on* cas« was tliar* any significant diffsrmo* 
bstw**n tiM California avarags and tha national avaraga. ntat 
was In av«rag« lean sis*. California's guarantasd opamtlng 
loans in tha last fiscal yaar avaragad $156, US and guarantaad 
ovnarsbip loans avaragad $195,367. Th* U.S. avaraga was $103,611 
for guarantaad oparating loans and $163,909 for guarantaad 
ownarstaip loans. 

Evan tbougl) tbs California avaraga was abov* tha national 
avaraga, it was still oonsidarably ahort of tba BsxlBua 
authoritad undar tha statuta. 

Ha also took a look at funding In racant yaara. At tha and 
of Fiscal Vaar 1993, avary Stat* had nnnsod guarantaad oparating 
loan authority laft ovar. ntirty-thraa Statas ratumad unuaad 
guarantaad ownarship loan authority to ba poolad. 

In Fisoal Yaar 1992, aach Stata had unuaad guarantawd 
oparating loan authority laft, and 47 Statas had axcaas 
guarantaad ownarship loan authority. In Plaoal Yaar 1991, all 
Statas raturnad unusad guarantaad oparating and ownarship loan 
authority. 

Mr. Chaicaan, our axparlance laads ua to oonoluda that tha 
loan aaxlBuas appaar to ba sarvlng all Statas adaquataly and that 
guarantaad funding authority In ganaral is adaquata to aaat 
da>and. 
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Ha bav* no intaraat in having rarsara Kowm baeoaa a ganaral 
purpoaa agricultural landar. Tha financial institutiona of tha 
nation, including tha Fara Cradit Systan, ara vail auitad for 
that purpoaa. 

Tha rola wa do aaa for Faraara Hon* is to follow tha 
guidanca you bava providad — to giva a hand to beginning 
faraara, tha aaall and alnority and liaitad rcaourca fanners, tha 
socially disadvantagad, and othar fanily-sisa ai>arators irtio hav« 
the will and skill but lack full standing at tha conaarcial 
cradit vindow. 

Undar tha Fiaoal Yaar 1994 approprlationa bill algnad a faw 
days ago by Presidant Clinton, FmHA has allocatad to California 
■ora than $71.6 aiJlion for guaranteed fani operating and $23 
■lllion tor guarantaad fara ovmarship loans. 

As you can b«« fron thos* aaounts, if wa vara to index 
guarantaad loans as provided for in H.R. 2311, wa would naka a 
very liaited nuaber of loans. 

He also n««d to kaap in alnd tbat congreas has already 
established priorities for FbHA's fara ownership and operating 
loans. Thay auat flrat be aade available to beginning faraara, 
the aeclally disadvantagad — which thia year will includa woaan 
~ and the liaited raaouroe tamere. 



75-86B 0-94-3 /^ I 

Digitized oyGOOgle 



Hi Tad Labor 

Saction 3 of H.R. 2211 diract» ths County Committ** to 
considar an applicant for a raal e*tBta loan to ba priBarily and 
dlractly engagad in faming or ranching If th« a^llcant "is 
participating in routina, ongoing farm activitias, and in ov«rall 
daclaionmaking with ragard to tit* fam or ranch." 

Mr. Chalman, w* think this languaga is ovarly broad in that 
it would pamit absentaa ownership, for axampla, in placa of 
p«raonBl participation in the operation. Currant law and policy 
restrict assistance to farmerB and ranchers who are essantially 
□wner-operatore providing day-co-day sanagement and a significant 
anount of the labor. Na urge no change in this provision In 
current law. 

I should point out that this reguireBant doaa not 
autonatically exclude persons who nay have physical disabilities. 
Much farm aquipnant today is adaptable for operation by such 
people just as autonobiles have been for aany years. 

section 3 also provides that applicants could not be denied 
credit solely because they enploy two or aore people full-ttae In 
the faning or ranching operation. 

H* bava a real probla* with this, Mr- CbairBan, bacanse it 
saawa to effectively reaove any llBits on the sis* of the 
operation. He believe the existing language adequately addressee 
this point. It says the bo rr o w e r "say use a reasonable aMount of 
full-tise hired labor and seasmtal labor during peakload periods." 
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m* lav do«s not set ■ spaclflc nuabcr of hired workers and 
iMitbar do«« FarwarK Bona *t th* national laval. Ha ara awara 
that California has a Stat* adalnlatrativa notice that says -that 
nonully no aera than tvo full-tlaa aBploysas oould b* allowed 
for a faally alse operation." 

He are also aware that a County Covalttee probably could 
r«ly en that language to deny assistance to an otherwise eligible 
applicant. I have beard that this was the case following the 
severe fraate in California a few yeara ago. The record shows, 
boiMvar, that FaHA wade 3< evargency loans in California in 
Fiscal Vear 1992 and 33 in Fiscal year 1991. Only 10 States Bad* 
wore aaargency loans than California in both years. 

. It is cur baliaf that the County Coaaittee should consider 
all circuaatances of an applicant's operation as well as all 
local faralng practices in deciding whether an operation is 
fBBlly sise. And, because we do not think on* State should have 
a acre restrlctiva interpretation of a regulation than Faux does 
at the national level, 'we are Issuing instructions to reaov* any 
provisions In any Stat* FaHA directive that pantions a specific 
nuaber of allowafala eaployees. 

Mr. Cbalraan, we believe this will reaov* any barriers, both 
raal and perceived, that aay have prevented any •llgible 
applicants froa receiving loans. 



)y Google 



ez«dit ftrailaUlitj 

Metien 4 ef tb» bill Moold zavOz* r«SB*n K»a to coBsidar 
tiM wrailabillty ef eonvantiMiKl et«dit la tb» OBWwnity la 
■Haying tb* t*at for cradlt. 

wm bM.v» no el>j«ctlen to tbia, faot it U vary aiailar ta 
languaga la axiatiag lav, aad wa aza aat awara of Mbat banaflta 
it la aapactad to prtnrida. 

•raaaz-mppar AgraasaBta 

saetion S vould parait raw bo r roaara to antar into growar- 
ahlppar agraaaanta abaraby tba growar and ahippar abara in tba 
procaada of tba sal* of tba crop. Ttala ia poaalbla wban tha crop 
could not ba aaaily aarkatad, or aatkatad wltbout algnificant 
additional riak by am borrowar alooa. Uaa. tba agraaaant aaat 
ba banaficial to both tba Loiitwar and ahlppar. 

Ha bava no (AJaction to ttaia aaotion. In m»«x araaa, 
vagatablaa or ottaar pariababla or ^acialty eropa cannot ba 
■uccaasfully aarkatad wltbout i 
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Igiblllty for B»«rg*BeT Losns 

S*otion « of th« bill would aawid tlM dsflnltion of ■ 
Klly-«ls« fara for •■•rgcncy loan purposoa to porait fcha 
wldaratlon of aacb individual interest in the oparation. If 
I Individual intaraata did not axcaed that of a faaily-slee 
m, th« entity would ba aligibla avan if tha holdero* 
Ll*etiva intarasta axcaadad that of a fanily-slKe fara. 

Ha do not support this provision beoauaa it could laad to 
uaa by large operations that have been nominally divided into 
illar onlta and could divart funding that is targeted to 
jlnning farmers and other faally alsa oparatora in naad of 
)dlt asslatance. 



in suaMary, Mr. ChairBan, wa cannot support the provisions 
Index tha guaranteed loaits because they would put raHA bftck 
M a landing poature that we do not believe would ba in the 
it interest of its intended borrowers or of the agency Itself, 
also do not think axparianca to date justifies Making changes 
the Bagnituda that this would represent. 

Also, we believe ourrant crltarla concaming Banagaaant 
•olvaBant and hired ai^loyaea are adequate. He will work with 
I to aaka adainistratlve changes that create barriera to lull 
±icipation iv eligible applicants. 
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Finally w* do not support the pxvipomma abmngm In Uw 
definition of a fsBlly alta fan for mmtxqmnay loan purposas. 

Otharwiaa, wa hava no (Ajaotiona to otbar provlalona of H.F 
2211. 

Hr. CtialnHm, this concludaa ay foraal taatiaony. Tbank 
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■m HooonU* Otm Eitf M. Odnm 



CMVMiiirtttllilUdSli 

D.C. Msis^iaai 



dqHlna ■ Fi^H Uw StM Bak (FKSB) kicMl la Vi^ Cky. CMttnlL n» 
|innM«antnnWanmilorindkKi*alkanhA*SHHiiMDVtf9. I^Fb^ 
Hdh A dnkhUMk a OiK^md Pkm Okbh*^ tiw ftnpia iM Opiiata| Law 
tapiB n bott cdital >»— |-— j. of n i i m iiiir k taadl^ ■ FKSB. nt bat It a aioai 
■CTom' of At FnHA luaimt piSfnu nd te !■■■ talnly involvid li n«—ii toaa 
dm IMT. FKSB ka bun At IibUv pradncs of FbHA fHvaai^ low la A> Mat of 
CdUbfBli far At p« Kvt ;mi. ta IWl. At b^ iiil|liMiil 16 pvMHd kiH Ar 
K,424,9m. 

ni FbHA Ouamtd LoH PniffB ta I nlld ^ biHAcU Bol aU* ta Hid by 



1. LtctodtUliAidindkbhny- 



apt SWtt ■ P.O. Bmi «» ■ "Mm CI», M WWK4» • tn* tH^m WUt Olg ■74.44M 
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October 2S. 1993 

Written Testimony SiipponinB H.R. 221 1 

Page 2 

In the current eoviionnient, tbe bank'i rt(ulit(Hi wouU be crhictl of toy of tbese otdit 
weaknesses. Sinqily put, &e FmHA Giumnee Pintnio allows FRSB to nuke loans lo fiunily 
biTDcn that we would not otbenvise be lUe to griiit. However, it li Inqxw tm t to redize ilut 
the uoderlyisg loin applicattoa thtt is recommaided to FmHA ii ilwayt tound. We do not use 
the prognm u a m^ans of woriuDg out of poor credis. Tbe bank bu ■ very low Ion daim 



Tlie aviilabilicy of agrindtml credit to our tHtion'i bnijly temert ii critical. Even 
though the eaiiaiDg FmHA Gnvaoteed Lo» ftogtm provide* a ligoificant potcDtial far 
lendot to finance bmlly fttmen, Hwre are tcMne problems with tbe program. The cnrrtot 
program ii not flexible f^^gh lo meat tiie needi of the entire bnuly tem comnniDi^. Loin 
proceniog and approval through the FmHA office* ii trfteo a lengthy procen. We ciperieoce 
tDconiiteacy In flu evahulioo of loan and ^plknt eli^biliqr by dlftoent FmHA coanQr 
office*. RegulMDiy imdc* (rftm wwe wfaidi came delqn in flw proce aiing of loant. Tbe 
Bciniflg program inadequaldy lecogidie* flie differaicei in the types of finally bim 
operationi. I feel that tbe FmHA guarantee program tbouM be amendctl id nnfce tbe program 
more feaxiUe for lend<n and bmOy fanner*. This will resnk m increaMd uaage of Am 
program md iocreaMtf atttnaaoe to ihii iwiOD'a brmn. HJL 2211 he^ to impkeatUiome 
of the cfaanget needed to flteprog a m and therefore Itnpponfliitltyrirfoii. 



Ai you know, the nakmwIdB namtofy Iom IWt to ■ RddlA Gnarvieed Finii 
OwDcnhq) torn h S300.000 and far an Openthig Unb k it $400,000. Theae Hndtt n 
Jnariwiiiifr to lervke ■ MpKflt of All oKioa'i tedty temL b nqr oplaloa, tiw ptopHn 
AotiU diffiereoiitte the wide vsk^ of AoMricaB apkidtnrB by racogaidDg: 

1. rae Qppe of mtuilng openatai mJ cwM ioftiw growit 



3. Crofi and ttvMMKli prodKdoa coab 

4. Imi. Jim Md niljBiBl mrtMi 



6. Dcpea of ArmcW ItwniB Opkilly imnrted by Ac opeaita. 
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All of diew varUriw efbct the fimocial nnicture of the brm butiom ind Ae debt requlnd 
fijr ideqiMte cipkilizMwii. High vilue crop* requira more debt c^iol and can uqipwt lUt 
ddN whb hi^Mc ntM of nCum. H.R. 2211 ptovidea for the indeutioii of tuenoiMd Ion 
limhi in BKfa Gouitfy thmighaut the United SiMes bued on a compariion betweeo ibe avenge 
vahie of tern land In Qui county to the national avenge. Thlt will allow fiunlly fumtn who 
pow high vtioB crap* tlM avne oppoctunhy to FmHA guaranteed loan funda a* llinr 
countRpaili glowing lower value crop*. 

In order to tnpport my conlaaion thai die exitdiv FmHA Ion limiti prednde FRSB 
from flnaiwing a certain Mgmeot of Califbmia'i bmiljr bnnMi, I would like to convqr the 
^ricDltiind lendfa« atvironnNtt diat Feaihec XWer SOU Bank operatea widiln. Hie average 
vahw of California farm land in 1993 ia $1,722 per acre wbereaa the average value of tetn 
land acmta A* UiAed Staua b S700.' A ilgnificaBt portioa of die crop land In our lending 
icfTitory ia placed to paruanent plaedngi (orcliatda and vinqratdc). Moat of dila orcliani ad 
vlnqranl land range* to vahw between S3,000 and SIO.OOO per acre. Hi^ quality vin^ard 
pnpettle* in eert^ re^oo* of Notthcni California retain value* to eacei* of $25,000 per 
acre.* The relatively hi|)i value of Califbmia turn land and conc^oedlng need for larger 
loan b ow of dw reatOB* tliai CalifiHnia financial toatitutlont have been unable to vae ill of 
be FtnBA gunn*Md loan hud* thK are allocated lo lUi Mate on m anmal baaia. 

A Qpical wanifde of financing a bm3y btm purdiaae b Nordien CiUfiM!^ ia 



* afocQ len 

wilnnt ordiBd with • nodtM Arte bedtooin borne iMA can be portbaied fcr $400,000. Hie 
bank raquirea a twae^ five percant down payneot of $100,000 and agreea to ptoceaa dM 
maximum FmHA F.O.|Daranteed Ion of $300,000. Tbe cuMomer meMa die eligndky and 



II iifiti iMiiiniiriiiiiij iifni»HMi|in " ' 'II ' I I Tnrtiii 

■d b)r a eoM-MM of ria CdilHM AeendMid Kvd 
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Ocubcr It. 1993 

WiiRtfi Tccdmooy SiVfwn^ H JL »tl 

teAOliynqalnaMttHdteloMtaippfDMdHddaMd. TW ftwly ftnncr wwr w 
IbRyMmixdMntMdhMM. Ilw q^iol M beoM nam ftna Ms mw lnrii( ' 
OM be pnifMi'' ■■ tb""**: 

QBQSS INCOME 

3S piMid K» X 3,300 ftu)f wriMB/M. X 

DfHep- ramt mi pwmmb; 
OcDwfan COM tt S33S/K. 
HmvckccwkSUWk. 
lUUv Md *]plv ccMb ■ SlOOte. 



19.00 
SiiOte. 4.»0 



TOTAL EXPENSES tltJOi 

WBTPAKM INCOME $|,1CT 

In lUi (gUDpl*. A* bonowtc ii pnlacud » a« S>,1ST of ibom. S313 pw ptaMad acn 
■Ibr lU KpCMM an paid. Ctaariy, ta iMnfe baafly of toot h imMr to Mnrtva on ndi 
nwaiar bcon*. h can be mf tai As lUi tern bafly coald wariana « tMaai findnc 
optntkw in addWcn to their aaw bm of coald lu pp L aMM Mr h w a fion offAtai 
cntrioyaMOL Botb of ttae apdaaa coanaaljr ocnr. Howew, Aa flMfly tanar Ii bow M 
the miztnanii loan Ibuk tir m IWIA F. 0. loaa and llMfeat aip—lw tlra^ tUi pfognn 
tanotpcKiBda. Tlih<KMapleflfaattaMih««Mkr*eaRnatFBAAIna«lkritt. bakaan 



Wtt rcapect to PitfIA gnanotacd fan opartffag loMa. a 

«ed. • ' "j ' ' I • ' j — -J 1 

te Ut ISO am ondif pNch operaiinL Ha eowt n ew taafc vd wNm fcr a cmp 



)y Google 



Ocutw 38. 1993 

Wllan TMIiDMMiy SappDrtias H.R. 3311 



K panitm. A nop of Ut projemd budsM ii ul fofth 



l90plMMdKniXI7MMofp«idNite.XSI90ftaa> 1484,300 

MtBCTCRCTHXPBWSES 

H«VHimtt«$43Ste:. C3,799 



QVPHHEAD EXPENSES 

Debt (Hvke on $600,000 KdMfog m wi m e Ioh 




MgrPAMIPiCOME 



Hie ipplkm't tottl bam apcnting bodgct it $414,9n. If be requitea fiunny Itvlng 
espeniM of COOO per moolh lo be flnncad, Ui nnwd opendag Ion requett would be 
VproiimMely $440,000. TU mninuiii PnHA O. L. it limited to $400,000. lUt fUNtme 
tadly tmmi wonU not be dl^e for the FmHA tiunoiee nokn he bad the abUily to flnd 
Vpradnttdy $40,000 out of pocfceL Ibk it often dtfHadt for ■ bmBy Urmtt who hv 



Unm eunplet indktfe dut bnki opendoi In eettiin reglam of diii couDtiy ice 
Me Id tboBce tenUy teBMi onkr die csltfini FndlA kwn llmitt. H.R 2211 wOl oonect 
I p ro g i M i deAckeicy by '■''— "^ kno llmili bued on die werife vilue of bim Imd in 
fe GouMy. Tlie p ro f T M a wiD be more e^iitible for bmSy femen growlni hl^ value ciopi 
U|h niM bad. lUe will allow lBcre«ed bank partidpaiioa in die RnHA Cm kwn 
KWlee ptapm and lacmaad c^itd flowing to &^y fmocn. 
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October 21, 1993 

Written TectUnmy Sufipotdiig H.R. 3211 

HIRED LABOBUMTTS 

ABadMr proUen thK we hear la the FhHA furmua Iqm nfHadon ptDcan b the 
deflnkloa of Ai 'bmUy tem*. PhHA offldib hive isfctBed ne IhM Iheir refidMioiic 
ideoti^ five geoenl criteria whidh an qipltaat'i opentkm muK imkty in order lo meet the 
deflnMonof a'bBiiy ten*. SevenI of tbeee crilerli pemin lo the idle of the ^pUcnt nd 
ttMuM of outilde labor. InordertoaieeithedefiaidoBof a 'ftnUy teni', dte^tpllciBt inet 



provide a wbMaiKial amona of the tem Umt. The tern Iibor coitribalioa may be 
■upplemented by a reaK»aNe aitniiirt of fliU-time hbed labor and ieiK»il labor daring peak 
periodi. HieiantAerof fnll-dnie eniiloyeeapemdtted under IfalidcAnUon baa lenenlly been 
taaerpreled to mean that no more than tw> fkilt-time enployeea are allowed fcr a 'ftmOy brm*. 

Many of the cropa rdwd in Califcnla are labor Intenaive. A fuM deal of labor it 
required to avure that cultnral practicea Ke petfbmed ta a timely manner, nmciul EKndng 
operKkmt are critical u pretcm the qulity of perlduMe flrakt and vefeoMea. ta certaia 
caiea, Califbmla tenily temoi mnrt enploy more dian two ftdl-time worten. Ai a remit of 
ibii labor requirenMot, CalKbnda lenden have eqMrtonced lome difliGHltiH widi FmHA In 
ofataininf approval of loam to teniy (am operadooa. Thercdbre, we inpfnrt the dtange 
ptopoaed by H.R. 2311 «4ikh beice the 'tenily tern' definitloa on Ae apfilicaat't direct 
invt^venMoi in the temlni operaion (both managemeoi aad labor) and predndm the ability of 
FmHA to deny a loan bated on tte bet thM the ftmity tem eoployi more ban two (tall-time 



AVAILABILITY OT CBEDrT ELSEWHEKE 

Uoder the exlidng FmHA gnaraetee program, FmHA may deny a loan requeet baiad 
on the atiertion dut die applicani la very aedh worthy and haa Ae ability to obtain a tem 
loan widKMt a guaramee fiom another "—"«"'«' aource. However, tbe exiKing nilee do not 
take iittOGODtidBrationAereUtiveevailabili^ of credit hi dMtener'acomnmnky. Icaaateat 
10 jmi, that in tbe SaoamenU \Mnj thve are not mMqr lenden H—rtHil hi **-— -'-^ bbmU 
tenOy temera. Large, sadtl-brandied co n wwrcl i l bakt (naerrily wBl only conalder Imge 
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OcnbwU, 1993 

Wrton THtimony Su|)piMiiis H.R. 2211 



ftmiif Ofwratian Md nrdy procMi Umm lo badly temen. Ditact Iikmm anipiiiy 
hMM ivmny hwe vtMUid mliilmin Iom MDOudi of SSOD/UO. bnUly Ih* oiriy 
MMKii of coH MiM CcM cndk to tedly teoHn an a bnMia of eoMMMl^ bnki nd Vk 
Farm Cndit Syncm. In iddklaa, nnhn Aa couM uol qr bank b iwolvcd ta itaa FanDCr Mac 



laoi. Om of dM naaoaa Am PBSB obtalaa p mmMm <» tea owaatAip toaoa la to qnalify 
w kMn far aale to Fanaar Mac under tta Fanner Mac n prafnoi. lUa profram allowa ifaa 



iMereat iSe. Bolh partlea bcnaAl from acctaa to dM aecondarr narfctt. Wo ftd thai FmHA 
AohU Gonaidcr tha lourcta of agricohutal credk avaBiUe lo Aa teoMr la the particular 
Mnmnky befim desyiiv a loan baaed on aMeaaivB OHUt worAiaaaa. H.R. 2211 «4U 



SUMMARY 

In ionukaryr the FdHA bnn loan {uaraaiee profraoi oflbra aj pi i fl caot ojniu ilu iJ ty ftr 
leaden Id finance fimily tern operaHooa. By uaini Iba pi^ram, baaka are aMe to lem farm 
MlonMri that they would olharwiae be nnriile to finance. Howwtr, 1 IM thai Iha eaiatlng 
pncnm reqnkea Ihe cfaangea pnipaaad hi The Asrkattnnl Cndk Bqai^ Act irf 199J in order 
tteqakaUrMrveanoftUanKkia'abniUyArHan. Hie paaaaga of Ail MU «ffi allow baris 
to I ncr eeaa agrkahnial kndiag that prorUiat lacnaiad accaat lo cow nwrcM cndk far U.S. 



DA-reD: Ooobar a. 1993 



mcePraaidaat 
h^HUvtr Stale BMd 

YriMCky.CalUbnila 
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Testimony of 

James T. Chambers 

on behalf of the 

Independent Bankers Association of America 

before the 

Subcommittee on Environment, Credit and Rural Develc^ment 
House Africulbire Committee 

Washington, D.C. 
October 28. 1993 



Mi. auirnwn, distiiiguiihed Memben of the SubcoRiniiHce, my name i* lame* T. 
Clwinben, wmI I un in«tuleni of the Town md Country Bank In Stc^henville, Tern, dxnii 
60 mikt xwthwot of DaUu/Fott Worth. I currently xrve u chainiun of the Asricultuie- 
Run) America Committee of the Indepemlent Bankcn Aiiociatkw of America (lEAA), aad I 
am testing today on behalf of the 6,000 commimity bwiken «4k> arc memtxn of d^ 
oipiniBHion. 1 voy much appncialelhit opportunity to riHre with you the viewt of our 
luttoo'i comniunity banken. 



IBAA is the only national trade «««tyi«r^i«i that exclusvdy lepreaenti the ir 
our tatloa't community-bued financial iiutitutiona. About 40 percent of IBAA m 
■Sriculdinl banken aECotdiag to USDA criteria. Equally inqncBot, a full 73 percent of 
IBAA banken are located in communitiei of 10,000 people or Icn, and are ineatiicaUy 
linked to tl)e agricuitiwal ami rural economy. 

Expand* Credit Opportunities 

Mr. Ctainnu, H.R. 22 1 1 - Ite Agricultural Credit Equi^ Act of 1993 - wmiU 
opm up nnv cndil opponuniliea for Ibousartdi of hinily bimen whoae credit oeedi do ml 
fit ncdly into FmMA'i cooki»«utter mold. 

We support the concept of indexing lou limiB to tool land values and pioductioa 
coKt, and fed that this would redress an inequity in the FmHA guaranteed loan pnifrain Ihil 
has denied program benefits to tbousartdi of family bimen and ranchers acron Ameria. 
However, we have oonoems about the effect inde:dng oouU have on die ovetin avattsbilUy 
of credit, particularly to small funily farmers, and we hav« reaervalions about opeoing up 
the (uamiteed loan prognm to commercially-qualified borrowers. 
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Imlfffii^ nt I nut I iinltt 

>ft KffiM the concqK of iadaiiv FroKA guuifiMd kiM Hmits to iMd vilua m) 
optniitig coMi ia loal irh. Grawen of ipedal^ mipi putiadiily h»c bccd difficultkt 
due to thne km Units, not only bi Floridi ■ad Califbnin, but in other MCtioni of the 



Fdt mnvle, a oomnni pnetleB with coopcntivei it to ddir nce^ untU cnoufh of 
da OOP hM beei ntd to ettMi* a price. Inlhcx cno. H it tiot uacomDian for a temet 
ID neaiwB only W percent of hb or her nodptt ia the fint yvr. Tills meant the Eumer 
■MtbanowaieeoadliiieoraediteMabeflDntbefintliiiBiipnidofr. TWt baUoont hit 
ar bet cradiinquinmeMi bq-BMl ihM of a p • ■ ■ 



A ntianall]F-dBtria(Hd indeaing fonnuln would enUe braert win grew for 
BiMivef to ute the PmHA p Ma i w eed loan prafnm. and it would icnedy m ineqi 
ragmn dM we fttel wai wiBicBded by the dtaftan of the enriifi^ k^dttkM. 



Hovcvef , WB aia co w c an tod llial lanaiv op w iltwa cohU bo hutt in itties where tlic 
ng Uadti are inacaied. By dcflnilion. if mora funara ia najro satei wU be alile to 
iw moR moaey, womtoat it goini to come out on the AoR cod. OAea, It b die 



To mnady diit, we piopoae dM oew oeiliivi b* ambUdiad « indrriAol la 
m BB0e benoMOff GDoU ****** a iHipfffyftrtiwiaif itaiaof 
tton noaflKNnl of capBl i^acvi lood to any individuribt 



ax]naMd at a percamce of the ttaie't total allocatioa, radier thaa ia a dollar amoum, to 
attmo dot BO nnglB latga borrawer or group of latge bomow en unduly I ~ ~ 
die U^ier loan limio to dw deOioMot of nmller Ann bonow en . 



aOocidea of fiBda, legaidlaM of wbMher or not ki 
aaeaadorlUltomeeitheBadoMlaveiVe. Hoamw, wo beUew tha in devdofiing die 
Maa^ IbrnulB. conikkMioi *onld be glvca to the UtkKin) otiliatlaa of pooled ftndt 

Some Matea dat have a higher coecentfatioa ditn die attiaaal average of FmHA- 
digUe bonowen have had to idy on pooled fundi to meet dirir overall ctciSt Boedt. 
WhOe k ii (roe dM the k«idBlk» would asuiB ihex riaiBi thdrnoronl ftndng aOocttion. 
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in all likelitMod it would deny them acceu to pooled funds to the same extent u in the past 
Since more of the initial nationwide allocation will be expended, the slie of subsequent poaU 
will be reduced. To at lean partially addreu this situation, we believe the indexing formula 
should take into account ihe historical pool utilization patterns of individual stales. 

Pressure for Higher Funding Levels 

If this b not addressed, we believe then will be pressure to increase the ovenll 
fiuiding levels fix FmHA guaranteed loan programs. IBAA suppmts Federal guaranteed loon 
progiams as a prudent use of scarce government fundi, but we believe increasing FmHA 
guaranteed loan accounts at this time should be caiefiiUy considered in light of the need to 
tighten-iq» on Federal spending progiami. 

Family Fam DeTmition 

IBAA support* providing county committees with more flexibility in nuking funily 
ftm detenninatioas. Current guidelines may be used to deny eligibility to lamily-siitd 
brming operationt solely on the basis of the number of full-time emtdoyees, without r^ard 
ID other extenuating facton. 

Even more importandy, agricultunl dynamici ii changing the size of a family form 
over time, ai technology and modem farming practieei permit finvcr people lo manage moce 
aciet. Therefore, wc support die [mviaioo in H.R. 2211 clarifying that all criteria should be 
oocuidend in making family farm deienni n aiioas, and no one should be denied KMy on the 
barii of the number of fidl time worfcen employed. 

We caution, however, against trying to statutorily mandatB the definitkm of a family 
fann. 1b our opinion, county committeea still are in the beat portion to nuke family fam 
determinalioai baaed on local sfandaidi, and we support granting them greater 
admiiuiOative flexibility to make luch determinatioai baxd on local criteria. 




they can a|]^ for an FmHA gi 
puipoae of ih0 guniMecd lowi _ 

legDod pto^ecta for w o rw a m fannag b 



St 10 qualify for guannlecd 
Wc ue concerned Out abolishing this test could lead lo a rituuiaa where only 
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GtMiinercUlly-qualirietl borroweis benefit from the guaranteed loan program, subvening the 
stamtoiy mission or FmHA. This is bad public policy and could have a devastating effect on 
our nation's agricultural credit landscape. We urge you to retain this imponant feature of the 
Buaianteed loan program. 

Aflarketing Agreements 

Grower-shipper mailLedng agreements are enormously complex anangements that 
Rally should be addressed outside the context of this l^slation. We recognize the 
importance of protecting the chain of paymenti and undentand both FmHA's and shippcn' 
intaests in protecting their lien positions. However, IBAA believes this topic deaenes a 
much more in-depth examination because of the eHect it could have on borrowers, and 
without taking a position on the issue one way or the other, we recommend that it be 
removed tram this legislation. 

Emergency Loan Program 

Similarly, although we question whether or not ibit provition U property included in 
Oiis ksislation, IBAA has no problemi widi making the emergency knn program consistent 
with Dpeming and larm ownmhip leu programs. 



In ccndutfoa. Mr. ChainnaD. IBAA siqipoits the thiust of H.R. 2211, wtiidi is to 
extend credit oppottunilia under FmHA's fuaiwiteed loan propams to all pniducen on an 
equitable basis. We support the indexing concept, provided tbe qiMstkmi of equity raised in 
our tesimcny are addrened. And we support the provision claii^ing the guidelines fbr 
making family farm detenmnalions. 

But we otgect to doing aw^ widi tte cndit diewbcR lest btcauie it would 
nderadne the puipoae of die gtwiMeed loM program and subvert the statuUvy mlnoo of 
FmHA. And we bdieve llie lectioQ dodiof wiih marketing agrecnienti should be mwved 
ftow fee kgisMoo » But it eaa be audieJ in dqufa. 

Ttiank jmi, again, Mr. Oainnafl, for thit oppaflunity u prcKot die views of our 
'■ oonmiBniiy baaken. I would be happy to annver any queaiont you or die 
' nm^rlove. 
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Kaniwth E. Graff 



Th* Honorabis Glsnn English, Chairman 

SubcommlttM on Environment, CradH ft Rural Davalopmant 

Housa Commltlea on AgricuHura 

Mr. Chairman and Mambara of tha Subcommlttaa. 

My nama is Kan Graff. I am currently President and CEO of the Central 
Coast Fsdsral Land Credit and tha Central Coast Production Credit 
Assoclattons hsadquartarad in Arroyo Grande, California. Over thaoast 
20 years, I have served in various management positions in the Farm 
CrsdH System. I am hare today representing our tiivo Institutions and 
tha approximatsly 1 ,000 stoclcholder/borrowers that we serve. Our two 
Farm Credit Assodations provide mortgage loans, intermediate term 
loans and operatlna loana to farmers, ranchers, and nursenmen in 
three Califomia coastal counties - Ventura, Santa Barbara, and San Luis 
Obispo counties. Wa have ^out $400 million in loans outstanding and 
we are the largest agricultural lander in terms of market share in our 
area ■ both witn respect to farm mortgages and operating loans. 

We are a true agricuttural cooperathra capHaHzad by, and wRh Boards of 
Directors ele c ted by, the farmara, rancnara, and nuraaryman that we 
serve. We hsve a firm, toncHtanana commnmant to agrfeuHura In our 
area. Our area has consfaarabla olveraHlcation not only by alza of 
farming, operation - large, medium, ar>d small; but alao by commocflty - 
from eitM to vegatabiM to cHrus to flowars and nursery products, etc.; 
we are alao dhrane by nattonalKy of our mambarahlp wiMch Induoaa a 
number of Japanese, Dutoh, and Hispanic grawera as wall aa others. 
Aa la raadllymMronf, we endsavor to serve all aspacte of agneumire h 

In order to serve the vsrioua elements of agriculture, we have to employ 
a variety of riait manaaamerrt techniques. Some ioarta we place In our 
1 porttolfo: some loans we sell into the eocondary market; » 



unii UUIUU1IV, auiiiv luaiis nv ami iiiiu unp o«b4^..w». ...» 

loaiw we pardeipate with others; some loans we make with g , 

Including FmiU, and some loans we Juat doni make. Our two 
Instltullons were among the first in CalHomla to obtain quaMieatton 
under FmHA'a Approvaa l-aiKler pragram wtileh aUows ua to ues our 
forma and documentation and iaat yiar we reealvwt rscognHon from 



)y Google 



flwSW» FmHAofflM for h»lng«1 4 n^^ 

i am hMa.today In quppqrt ct H.R. 2211^ IIm Agrloullural Equity Act ol 



graMid to Congranmin Doohy lor Ms •aor6 in brl 
ferji pnridwglki n and alt o *o. .ppngwa aman. Po m 
mHnbwvof CongfMi wlw support tnw laQlstabon. 

Tna dtanoM ambodtod by tMs lacialatton wH maka FmHA banaflts 
■w«ijbttT o,«,bie»l»c, tigiiyit ol Ihi wkUNinloomnain^ - 
aonMowig wMoi la a gralj^naadad ainoa InlHfi CaWomla only uiad 
ahoii^ M paroant ol Hi^awol in ant tor o pai' aHoQ^lo an guarantaaa and 
■bout 29 paraantotHs alolniant for farm ownanrap loana. 

Lat mo ba mora spactflc. In our tri-county araa, eacti of the limitations 
addrasaad by this legislation are discriminatory to some segment of 
family farma. For ncample, on one hand our drylarKi grain and cattle 
farma are truly family famia wHh (ow per acre values ISISO to $300) 
wMch meet dl the oltier raqulramen n . ttut Ihay raqulro vary large 
acraaoaa In order to ganarats aufficiant uicomo to be vMble operations 
thus oriay run up against the dotar Hnrit^ on the other hand, we have 
relatMy smairacrwgea (100 acres or lees) wHh high value crops 
( st r a wtterriee, vagetablea, wrfna nr a pea, oto.) which alao qutetdy run up 
agalnat theMlunimltr^TlieaallinAi are particularly troubMome ftir 
the sm^ aereagaa wrilh hMi valua crops ba^uaa ttMw Inhibit the abillh 
of FmHA and ouraalvaa to work wtth Ihis group of growers - many of 
thasa growers are tieglnning farmers and/or mlr>orRles who are men 
either mrced out or forced to seek financing from processors and/or 
suppliers on less favorable terms. 

a ralathraly low dollar limits InNUt the abHIty of Fr 

isslst cenabi fwnly tome with the traiiaibon fi.... 

, Given the Ineraaalng average age of farmers In 
jn, K la hnportanl to liave the avalbUlity of FmHA 
during ffun iransHion so that tamlly forms can ba 
n balng aoM to_ largsr oporaOons. As li 
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I to high valiw and/or 



iv* of agrfcuttura in our arsa Is t. ...— . ._ 

, commodmM. Qhwi th* high crop invHtnwnt rwiuired. 

nMrfy an of ttw smaiiar growar a which ara typlcaiiy tha family farma 
"*- •- ma form of arraiwamant wHh a V-' — ^ '—^ »- *-«--*- 

d riao ba caua a may eammt aeon 

ma afvaa. By. iitlliang a marfcat 

lAidadframaHgibUtty. 

ommittaa mambara, wa 
ion aro n aca aa ary and 
< parllcipato In FmHA 
and a«tSriiraaa of tha 



hiaum mary, I 

baaava Ina cl — _ — js'~' 7 — 

program banaflta to fanwy (anna i.- — — — 

country wMeh produca labor intonalva, Ngh valua commodMaa. i 
appraaato tha opportunity to toalify and woiBd Iw happy to raapond to 
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STATCMENT<VTHE 

AME3UCAN BANKERS ASSOOATION 

BY 

MICHAEL WEASEZ. 



Mr. Chalrmaii and innnbets of the Subcoannittee, I am [deased lo be here on 
belialf of the Amcricui Baaken AnodatioD (ABA) to partidpaie in th» hearing 
rcpvding the prtwiuoni of HJt. 2111, the "Apicuhucal Equiqr Imprnwcnicnt Act of 
1993," introduced by Congrcmnen CUvin Dooley and Ricbanl Pombo. I >in Michael 
Weaiel, Vice Preiident of Huntiagtan Natioaa) Baitli n) Springfield, (Muo, and I am the 
Qiainium of ABA'i Agricultunl Banken Eaecutive Cmunitlec. The ABA it the 
mbonal trade and pnrfiettioaal anociation for America'! cammeraal banka, bom die 
■mallMt to tlK largcft Our Anodation'i meinben repntent over 90 percent of the 
mdiotiy'i total aiiett, induding atyro Kim ately 6^000 agricultunl banka. My bank, 
Huntington National, bas auett of S17 billkin, with more than S103 million in agricultunl 
toua, ^iprccdmately S5 million of our agricultural portfiilio it compriced of Faimen 
Hocoe Adminittntion (FmHA) guannteed kjont. 

Before I make qtedfic cotnnienti ^xnti the proviriani of HJL 2211, let me 
txpnu ABA'i an>redation to you, Mr. Chainnan, and the other meinben of thii 
Subcommittee for the attention and effort you have eiened En recent year* toward 
■treamlining the lending programf of the FmHA At an Int^ral pan of the credit 
deliveiy qpRem for rural America, the "■"■'^"■■■' t»nfcing induniy remaint committed lo 
working with tlie Cbngren to enMire that credit needi are met throu^ lafc and tound 
lending practice!, and that agricultural producen and their communitiei remain viable in 
the yean to come. One way fbr banki to putidpate efEectively in mmd development 
project! that lack adequate retource! it to fann paitnenhip! with tlie govemmem 
dvDugh propam! nich ai FlnHA guaranteed loanr For tUi reaaoo, bnnfcen ue 
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NKOuniged t^ the ctiBngei uid devekipiDenb that ate being impleinenled il FmHA. 

These improvementi are imporUnt if the benefit of FmHA guarantees ii to reach 
more rural borrowen. For a number of yean the commercial banking indusliy has been 
working ckxely tvith this Subcommittee and USDA to devise workable tcdutions to 
correct flaws in the public/private delivery system which have impeded bankers efforts to 
aid undercapitalized and financially marginal fanners and ranchen. With your 
leadership, Mr. Chairman, great progress was made last year with the passage of the 
Africuhitral Credit Improvement Act of 1992. This new law not only providei a 
fnuDCwork to assist begitming farmers and ranchers, it also begins that diflkuli process of 
Mreamtining FmHA. For a number of years, bankers have complained that the FmHA 
guaranteed loan programs were so complex, so plagued with delays, so user unfriendly 
that tbey did not hoU much potential for assisting uttdercapitalized brm borrowen. 
Year after year, a portion of the funds allocated for FmHA guaranteed Earmer prc^rams 
remain unobligated. Consequently, bankers have argued (hat a streamlined, lender 
niented FmHA guaranteed program offered the greatest promise of enhancing the 
currenl credit delneiy lyUem. 

Last year's bO) took a giant step forward in this area by establishing a Certified 
Lendeis Program (CLP) trtikh empowen bankets to use more of their own tending 
dpertiie, and by seeking to reniove regulatoiy impedimenB «4)ich have firustrated the 
delhwry of credit to rural America. In ha, Huniingtofi National Bank is in the process 
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of ctmipletiiig ibe (letai)ed CLf ipplication, uid we hope to be the Sat in Ohio to 
receive CU ttatm, Ahhou^ tnnewliat imperfect in itt current form, we believe that 
ihe (X? doM bold promise for the future. Raiber than limply ciiticbe the current 
inabiliiy of banken to ful^ utilize iheir own credit aq)ertise under CLP, wc have chosen 
to actively punue the CLP itatiu with Ihe intentkm of woikiiig with FmHA and Congress 
to further improve it and to ennite its suceesa. 

Tod^, wc have been asked to coouneot on HJt. 2211 vrfiich seeks to address one 
aqwct of the itsiie of unoUifated FmHA guaranteed fiindt, that wfaidi it due to 
Bnitatians on the six of FmHA kiant. First, we vouU like to commend both 
Cui]|luuuBn Dool^ and CongteMman Pondm ka the innovative appraadi they hove 
pot fonMTd for dlscvnlon in HJL 2211. More ipedfically, Section 2 of the bin would 
esiablidi an fndenng fonnula to calculaie kian timlis for FteHA gnanuiteed kjois. In 
iccent yean, banken &Dm a number of areas in the countiy (paiticiilarly Califbmla) 
tow txpnmei copc e r n s about tbeir inabffiiy to fully ntiliK the I^nHA guaranteed loan 
imgnms because kical fium vatnes often oceed the edsiii^ FmHA guanuneed knn 
IUliofS30aOOOfotowiienh4)hMiB,iiKl$«XM>OOfcvo|ieratii«kMns. HJt.2211 
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In discutsing thii legitUtlon with a number of n^ banking coUeaguei bom acrou 
ibe countiy, etHicenu were railed by bankers from weiiera ttatei with large ranches but 
with land vbIuh that are below the national average. While the indexation formula 
outtined-io H.R. 2211 would hold those regions haimleu at the current loan limits, the 
value of the ranchec themselvei would remain too high to be eligible for FmHA 
guarantees. Hiey too would like to see flexibility in Ibe lysiem, but feel that in its 
current form, the indexation formula in H.R. 2211 would never help them. 

In Ohio, the land values are almost twice the national average, yet the current 
loan limits of FmHA have never been a prohibitive lending problem at my bank. 
Consequently, while indexation may have potential to provide more flexibility, land values 
should not be the only critena. In addition, other bankers have expressed concerns that 
using only land values as the basis for indexation overly emphasizes real estate in the 
credit decisions for FmHA guaranteed loam rather than analysis that should include 
likely fiitiire production and cash flow profecltons. 

In an effort to better understand vriicther the eurreni lending limits are nationally 
prohibitive, and whether they remain a major cause of unobligated FmHA guBrantecd 
funds, the ABA has examined the Fiscal Year 1993 FmHA year-end data to determine 
the number of guaranteed loam made at the maximum levels. Of more than 2,700 
FmHA guaranteed farm ownenhip kwiu made in FY93, on^ 11 pcfcent of these loans 
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«cn Mde U the Saoa^OOO Ifanh.' ta fact, OkkhooH ImI the man loua al thb tevd, 
men ttouih to land vahwt remabi bckM' the national avera|e. FWttermore, kn than 
one pertent of the 9,100 FmHA luanntaed opnating k»ni nade fai FY99 wen made at 
the S4QajXn fimft. Ahhough thex numben do not reOea ibxe loaBi that couk) not be 
nadc becauK at tte Ifanili, diey do HBeit diet other faqnil vailablet raun be emnined 
u a reaun far mobliiated year-end guaranteed loan authoriqr. 

Ttaii it not to naeM dun the loan Krailt are not a proMem fa some r^km of the 
conoliy. Qeaiiy, land vahwi fai CkHfamia have le we ned elfaeti¥e bank paitieipatioa fa 
the AiHA pragnint fa thM Mate. WMi the amount of unoMd aulboffaatk» available fa 
neenl yean, Ac ABA couU conrider wpporting the development of a medianlKn ttiat 
would provide for more flexibility fa the current ^item lo kn^ ai it doe* not penahK 
Hqr one region of the counliy. Tlie ABA wiD be jrieaxd to work with tlui Subcommittee 
and FteHA to help devlw a loan Undt mechaninn that k tkaStitt, n^ootHf neutral, and 



I wouMltte to take thh M p pj l uBiiy 10 oywM ABA wippoft fbf the d»ange» the 
UB m^Bi with reqiect to Mied labor. Sectioa 3 of Ae biD changn the oduing RnHA 
Ured labor Biniti to better reflect to rcali^ of todaj^ faming rituition. Specifkaily, tUi 
pnwidca providei diat FmHA may not dei^ a kian lolely becauae more than two 
indivfduali are employed ftiU-tfaie fa the opetvttao of a given farm or ranelt. Hired tabor 

'aomBK ■»WW> of Uw Mi Omi OtBi Ml GM Alfcw— w or Pfc irt fcB U oM. RnlYnrlMSHcr 
KXm,' U8DA. rmmtn ttmt AdMW t i nr i n a. n—w OBIcb. 
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on our natkm'i fomily hrmi it a foct of roodern fanning. Even modest dairy fume, for 
example, hive lome hired labor, many of iriuch aie fuO-time empkvees. Uiing the 
eaDrting hired labor rwlei no longer lemaina a good indicator of a "family" farm operation. 

Mr. Chairroan. the ABA bebevet that there continuef to be a number of boon 
that diicourage fuD utilization of FmHA guaranteed lending pro g rang by leitdert. 
Although lait yeai'i credit legidaiioo providei an excellent framewwk for future luccesi, 
it lemaim imperative that the Coogren and USDA continue to carefully monitor the 
implenMntation of lawi and regulatiaai lo that Congrewtonal intent it fuDy reflected in 
the im|rienientin| rciutaticmt. WorfcaMe FmHA regulatioai can contribute eiURiioudy 
to greater utilizatioa of unobligated guaranteed funds that will enable more financially 
dinrested rural bomwen obtain k«nt. 

For example, the Agricultural fatqwovement Act of 1992 called for a 'limpliSed' 
kim apfdication fbr lonm under 350,000. Untbrtunately, the implenMnting regulalioa 
enentially requires a banker to do as much as wouU be required of a larger, more 
oooipliGated apfriication. The only dU fe r c n cc is that a banker need not send as mudi 
matcrnl to the FmHA ofBEC What baitew orynaBy ei wi si nned urith a sitni^aied 
application was an iiKtannKnt tffe loan limilar to « emnmnn auto or cndit card 
applieatkm. It is our hope thai the RnHA wiD get together with the lending community 
lo derfsc a workable, simplified appHcation. 
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Another ares tlwi docouraget partidpatkn) in the prosrun h the current certified 
appniu] requiiement fbr guaranteed loan*. Under FmHA regulation!, all guaranteed 
leant mutt have a appraiial performed by a certified or litemed appraiser. This 
requirenem ii contnuy to current banking regulationi that require a certified appraital 
only for loam in exceu of $100,000. In bet, the bonk regulator! are leriouily coniidering 
raiting thii requirenKnl for certified apprsiiab to loan* in oceu of 1250,000. One 
reawn for the de minimii level of S100,000 eitablithed by the bank regulaton ii that Ihc 
cost incurred fbr a certified appraital tor ptoperty valued below ihit level ~ particularly 
in rural areas ~ it not ofhet by any tangible benefit from having a certified apptaisBl. A 
certified ai^vaital below the de minimi* level eitablvhed by bonk regulator! it 
UMiece tia ry and fmdiibjtlvely ooatly. For this reason, we would ask that FmHA 
recognize the tame de minimii appraital level eitabllshed by the banking regulators. 

In addition, there remain a number of implementing regulalions frcMn the 
Agricuhural Credit Improvement Act of 1992 that have not yet been released for 
eommem. For eiample, the bankers are waiting to review the regulationt on those 
provisions which wouM modify pndiibitivc cash flow requirements discouraging lender 
paitkipatian. It is our hope that these regulationt wOl be issued and implemented in 
time for next year's lending season. Getting these regulations before the banking 
community for comment in a timely hshion would certain^ encourage greater 
participation. 
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Finally, Mi. Qiaimiui, let me take thii uppo nunl y to aKonteai on a «eiy pmAivc 
hmovation that w» initiated by FmHA in Aufvat of thi* year. On Augvat 12, the PmHA 
^icHBOred a national televideo co nfeiBn c c tinUnf tbdr natiiMal offieea with hundreck of 
knden from acrou the counuy to educate them on cunem devclopmenti in the 
guaranteed lending jmigram. Thia co nfe rence received toiaBy poaWve f ttd bme k bom the 
banking community. Moreover, it enabled the natioml FmHA rqirewmathci lo provide 
dear, camittent inltannation at one time to partidpating lenden ftom ktoh flie counuy. 
Thii type of Idevideo conferencing ihouM be encouraged for tlw bNure. 

In doling, I again wiih to commend Congre airo en Doolqf and Ponrim for ibeb- 
efTorti to addren the FmHA guarmteed kwn limitation inue. Aim, the bwlkiiig 
conmiunity greatly appreciatei your leadership, Onnman En^iih, ai you conitnue to 
leek wayi to enhance and modernize the Farinen Home Adminiilnition progtami. 
PleoK be amircd that the ABA Uandi ready to work with Ihii Subcommitiee and the 
Farmen Home Adminittraiion to make die FmHA guarameed kwn programi mora 
flexilde and more workable for more farm bommen and lenden tteoughoiii the coontiy. 

1 will be pleated to annver any quertion at thi* tine. 
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Tw ri Mw y by Hobot AaxMi 
Oa bckalf of ihe Apieubmiwi Credit Opport BMhy CoaltdM 



MTKODUCnON-THE STORY OF THE ACOC 

The bcM oy ttsfiDNOy here in^ wUI be en ilie patnge of die Atncnltan) Credil Eqa^ 
Act-HR22H. Tbe nun olgectiveiaHR 221 1 ii 10 index FaiHAgBvnned loan limilito' 
(Kb coM y Onngboui tbe United Stales based on tbe aveniB vibie of ten real cane n 
dMtcamty. If ■ connq('i value of land exceeded tbe ivenielbea Uie Seaaaiy wouU 
develop aa iadeniig sysen to allow for bigber loaa linits-m bave fbmd iba land phces 
conetate veiy arao^ wtt ibe con of prodactioa bawd on USDA'i owu n^ofB. It is veiy 




fniBiii fiamilii IwliliiaMi iif rsiiriiiiiii'i iia Ij |iiiibriiii. ouAet based 

. Sixty tneperceat of CabftmBteini are le»lbBB-49acrca. Only Hawaii 
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inctuck tbe New Eogtand aatti, Flotidi, Arizooi Md Ddnnre. 

The avenge brm vtbe of taut tad buildiiV in CaUfimia b 2.3 tinKs Uie mtknal avenge. 
Ukr are 10 MMS wUcb have bigber avenie ten valoa. All wmld benefit from a 
Kviskm in Itae icgnlaiiaDS. Califaniia's ten incoae wai tbe Ugbea of a^r me with tbuat 
12%ofM>liiatiaaal&nnBKi(Mne. CUHdnyt bncn wen digMe for only S32.3 MiUkn 
mFatfIAgMMMedloMtaalcfS1.6BillioaaMioawideor2%oflhetiMal. BecanseoftlK 

tioply cMwx Die tbe FmHA aOocalkia. In 1992fbreniapfe, Califonia ned only 36% of 



RESnucncms reoaxdino fhra 

Miw i nmm tem operatiag loans arc i-aiiciMly lumled to $400,000 Md max 
omnaJ iip kjau are timind lo S300,000. Tbe bill woold incataM aedit 11 



if fi''ffm't itawiil loan fintta to eacb sttie, bnl would allow each Sale » bener 
we « eiMtog gawMWed cnifit docatian. 

Tbe biU wonU ivvise die bnuly ten deftiitioa to th« bortowen would only need to Aow 
■hat they were involved in 'raoline and OD-soins ten activilies* wd The m a nageiBnt of tbe 
ten. Theoldtealaf jndfintthekiilinacyaf atenily tenby lookiagaithenwnberof 
woten not enployed would be Knpped. A tevisioa of tbe body tern deftntbn is ionty 
needed to lefkct ihM ftnifly teasi Mt ftnily im but iiK n ca which mo rewnoui of job 
growth. FmHAregalaliansnil^MagaiutjobacatioabydenyngFedenlaeditlo 



Tbe FaiHA gnanaiBed loan pro g r am has had a low and accefMrie detak iHe. Cdifeniia 
leaden Iww Ind a lav tcrnlondeteAnieof ktsdien .3%. In bet, becwc tk leukr 
coUecaa \% piiiali i fun. Ibii larnrin hii ■flaiiiil nil nri irfwili Iwif i 

CONCUISKW 



Tlie Agiicnlbnl Cndit Eqn^ AH will nainlaia FmHA'i loat «aadli( nfilMn in Congtcss 
by recognizing CalUvxna tenen' l^iiinacy as tenily ten tiniiiriin Tbe bill will 
reoogniae now family tenms and thatefae gennMe fane aa ed nppntt li»r the tweraU 
FmHAfHnatee 



The bill win elimiiHae the oudMed 
wixtcn by i^dKiiv the definitiiM of 'temly tem' to inchide tens which grow hbor 
inkasive cn:^. Tbe overall UMory of die kwi gnaraaaee progran is a nodd for other 
propans wWch edEod tbe level of overall mffott by l e vM ig in g faknl An* with private 
doOan. The fear that inaeaaiiig mw i nww loan linuts win open ly the program to 
unaccqNable detedb is not bonie oat by the deteib history of the panalee loan program. 
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Tcstlniony Bafors TTie Houia Agricutture Committe* 

Sub-Commhtaa On Envlronnwntal, Cradit & Rural Davetopment 

Modernization Of The Farmara Honw Administration 

Huuoll Katayama 

Octobar 28, 1993 



Goodmornir>glMllaBand yantlemen. My name ia Russall Katayama. I'mathlrd 
generation citrua producer in California and I along with my brother and father farm 
300 acrea of citrus in the San Joaquin Valley. Kateyama and Sons ia a California 
corporation with my brotiier Todd artd I the 'sons' in tlie corporate naraw. 

We consider ourselves family farmers. All three families live on the property. 
We do tfw work ourselves except for harvesting or the massive hedging and tapping 
operationB which are sub-constractad out. 

Our farm Is our sole source of revenue. In our industry lOOacrea lathe minimal 
amount of property which can be farmed, in my estimation, to be an ecortomicaliy 
viable entity. There ara smaller units, but the owner/farmer either has an alternate 
source of Income or is combining several small partnerships into a sufficient size 
operation. 
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Land values in the San Joaquin Valley lor citrus have fallen dramatically In the 
past few years, II was not uncommon in the late 1380's for property to exchange 
hands for $12-15,000 per acre. Today that tame property Is sailing for $8-10,000. 
We believe the market has bottomed out. Southern California acreage is much more 
expensive as urbanization has Increased land values. You'll note, however, that even 
those figures exceed FmHA values for lending. 

Farming costs average $1,300 per acre. This figure encompasses cultural 
activities only and includes the power to run our wind machines for frost protection, 
our crop protection tools, water, labor and other activities. Harvesting and marketing 
add another 43,000 per acre to our costs. 

My family and I attempted to work with FmHA after the devastating freeze of 
Christmas 1990. We lost 95% of our crop. We IrKurred expensive rehabilitation 
costs, had to replace Ij] acres of trees plus incur cultural costs for the 1991/92 crop 
year prior to any revenue generation. 



I should mention at this time that I'm a member of California Citrus Mutual's 
Executive Committee. At the time of the freeze I was a director, and CCM worked 
diligently at the state and federal levels to help growers through the disaster. 

Citrus Mutual functions as a citrus producers' trade association and was at the 
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lowfront of asalnsnc* for growwn and fWm workan. Our afforta wara on many 
fronts with Cortgraaatonal loMlart auch M youTMlwM, tho pravioua admMnrotion «id 
■tta oHldari. We had an oxcaiant worklns ratatlenahip wWi USDA ml tha Sum 
Farmara Homa Admlniatratkm diractor fUck MaHory- 

I mantian tht> to Indicata that if anybody waa going to be auccaasfui in working 
whhFniHAttwaauabacwwaofourlnvolveinentandourralBtlonthtpa. OftheeavarsI 
thousand growers who lost everything, onty 16 were able to utIlUe the FmHA 
amargancy program. 

That* s a travestyl What good is a program whan no otm can use it? Hopes and 
mpectstions were raised after weeks of depression when ail was lost. Alt this was 
dashed when reality set In. This agency and Its programs couU not help the farmer 



Raasens tor dlsqualificatkin were many. CCM, in conjunctkin with 
Congraaaman Doolay arMi others, attamptad to overcome these obstacles vis 
emergency raguladons or clarlflcatk>n to sxistirtg rules. But the bottom Nrte was thst 
tha founding Mtws of FmHA progrsma had no knowledge of tfte perishable IrtdusUy 
or CaHfbmls's high value crops as they drafted lai>gijage. 
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Fortunately, our historical neacl tor FmHA has baen minimal. But when tha naed 
was greatast, tt wasn't there. We were ineligible because of our kand values, and that 
Is whyihe Indexing provision of HR 2211 Is so important. It recogniies tiie multitude 
of variances across the countrv In terms of values end costs. 

As I commenced tha FmHA application process, became apparent that a 
muHituda of obstacles ware going to surtace. One dealt with my ability to control my 
harvest and/or generate revenues tor my crop. In the California citrus Industry, and 
many other permanent crops, farmers flevota sH their time and energy to production. 
We place our harvesting, packing and marketing In tha hands of sonrtebodv or some 
entity that we believe will optimize our returns. 

He tells us wfwn it Is the best time to pick, how much he wilt pick end when 
we can expect him to resume harvesting and nwrketing. Our fruit Is stored on the 
tree. We can delay a harvest, we can pick one tree one, two or three times, 
depending on marlcet needs. We can pick 'X' number of trees In one grove end come 
back later. 

Much of this deciskHi making Is In the har>ds of another, an expert In the 
process. If you will. But this was an area of concern with existing rules and 
regulations. KR 221 1 recognizes the rteed to modify and eddresses the situation in 
a fair manner for California agrkruiture. 
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Many of my neighbors ware prevented from participating in tha Emergancy Lotn 
Program bacausa of tha rtsrraw definition tor tamUy tarmt. My brotfwr, Dad and I ara 
not tha urtlqua ovmarahlp entity In the citrus induatry. Wa are tha norm. The scale 
of economies In tarmlno citrus s'ves us greater opportunities If we work together. 
Ejdsttng language falls to recognize that. 

Fkially, I would be remiss if I didn't mention one major obstacle to our 
Industry's utilizatton of the program, the lerular of last resort language. I urtderstand 
the ganesis of tttet ditvctlon. but In the final anBlysis, my family, my friends, my 
Indus^ could not partic^te after wa had lost almost everything. Thoaa who could 
wan of tha highest risk. 

I was not orw of the 16. Hopefully. I will not have a future need. But l( it 
fraazas this Christmas. I'll be devastated but not eligiUa. That's why wa r>eed tf>asa 
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AMERICAN FARM BUREAU FEDERATION 



OcnbetZe. 1993 



Devekiiaieai Subcorai 



a Agrkulnnt 
UnitMl Stue* HouM of Rc^Rientuivet 
1430 Loagwatth Hcmn Office Building 
WuhingUNuDC 20313 



Uifcit gcuenl fann c 

Rep. Dooley and Dine oAn meniben of ibe Houh at HqimeDtuivei. 

Thii bill would amend cunciii Uw applicafak to die Fmnen Home Adndnisiaiioa in 



1) Bqiediiei ifae inylemeaatkin of die FmHA CertBed Lender ftogn u n. md 
illowt leodBn widi excelleot aedit racon li to Klf-cenify loan goenuiMi wiib 
mofUSDAp 



2) Permiti greuer uae of tdicd lalxx' on eligible bmily ftnm, to thai femi 
widi Ugher labor oeedi can alio panic^Me in tbe FmHA ptognm. 

3) Seeki larger goaranieed loan aedit iiadii in area* when land aitd 
productioo con* aie bi^ieT dian national avcnget, but doei not leduce ibeie 
bniti in odier aicai of ilw counny. 

4) SimpliBei the ftnHA adminiuiuive pnxeuet and nducet ds ttme 



) PiDvidei expanded eligibiliv for die AnHA EinRiencr Lou ftofranL 
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Tbs Hooonbk Glenn Englirii 
October 26, 1993 
Fife Two 



nAect amcb higher Imd valuet ifaao exiil in other pnu of the nuioa. By the wme token, we 
!i be tieiied equitably with lepnl to the vnioui kNui 
dbyFmHA. 

In tmnnmy, we feel HJL 2211 tatket ■ positive coniribution lowaid addreulng ■ leal 
ted pnttiiig probbm in ■ nue ihu hu lu&end more than iti ibore of tociai, geological, 
dtantic and ecaoomic diiiocation in recent yean, yet hai broad t^plication to eueotially all 
nam. We look fciwiid to woridng wiili you, the subconmiillcc and Ihc Califbmia dekgadoa 
to develop a reaionabk and effective loluiioa to acdit problem* in tbi» and odwr high 
pcodnction, high Ubor-uie itatei. 



1 pan of your bearing record on H.R. 2211. 
Sincerely. 
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Valley Small Biislness Developm ent Corp. 

A Business and Financial Company 



Envtronmant, Cndtt and Rural Dav 



I am currently admlniatering the agrlcuKural landing proflram lor Valley Small Business 
Development Corporukm (Valley). To dale, wa have booked 33 FmHA OUFO loana In 
the last 2 1A years. ValMy Is oiganiisd as a non-preftt, puUlc banaffl corporaUon. We 
contract with the State of Caifomla, Ttade and Commaf ce Agency to provide 



openUona In the centm San Joaquin Valley. Our lerrMrlal boundaries are Ki 



flovetnnient thrc 

■n. ValUylsao 
Krating Iloana (C 



then guar a nteed by the federal 01 

(FmHA) Loan Ouara 

aervldng FmHA guarsntaad Operating \!aana (OLj and an apprnvsd lander for 



WhHe I am very exdted about the attampta to revltaltee and abaamllne the FmHA 
guarantee lender program, after a earetui revloM of the proposed c ha nge s aa ouUIni 
HR-22ii,ihBVBs 



Service In the eyes of the Lertder, (ALP or CLP), and the bo n owe r are 



tkne will only alienate cunwit psrtldpsting lendere aa vfslj as to dlseoursgs new 
parttdpams. Thais lant anough time In any landing sHuaUan for two sepama and 

prapnaid c ha nge s to Ihe reguMlana and procedwea 



K5 -N' STREET • FKESNa CAUKHENIA 937ZI • (20*) 268-0166 • lAX (ZIN) 16S-n63 
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Valley Small Susiness Ttei/elopment Corp. 



The key Item In the failure 0l the existing guaranteed program as well as the continued 
lallure surely to accompany the new CLP has to do with iha deflnldon of 8 "compteted 
loan ^tpllcallon". As II stands today, once the county office ttas determined Hiat a loan 
guarantee package Is "COMPLETE", they have 45 days In order to finalized a credit 

The key «vord Is "COMPLETE'. According to FmHA procedure, a Loan Guarantee 
package Is not considered complete unless an ^>pralsal of all collateral accompanies 
the request The normal cost of an equipment appraisal would be approximately 
$250.00; the normal cost of a real estate appraisal is typically around $3,000.00. It Is 
Valley's policy not to Incur any substantial cost to the poUntlal borrower until ttie 
applicarrt has been cerWied eligible and a credit feaslblllly analysis has been tinallzed. 
As a courtesy to Vailay, some local county FmHA offices respond with an eligibility and 
credit leasiblilty decision wtthin an accapttiiie time period even though, by FmHA 
standards, they don't liave to address tite credit issue unless the appraisal Is 
completed. They Issue s vertKU approval conditlonad upon the appraisal process. 
Or>ce ttie appraisal Is submitted, funds are obligated and a conditional commitment Is 
Issued. 

The problem Is this - while some offices are service oriented, olliers are not. They 
know titat, according to procedure, they dont liave to respond until that appraisal is 
compleied. There are no coraequences to be faced if ttwy don't perform a credit 
teasltrillly analyals. Monllis can pass without any activity on ttw loan package. The 
borrower becomes Irate with Vailay; Valley becoiiies fntstrated with FmHA; FmHA 
personnel are In compliance with procedure. It Is B "catch 22" • no one wins. 

There is no reason that I can see, why (Iw regulationa can't l>e amended to exclude 
appraisal Information from the required completed ksan application. Most Institutional 
credit decisions are made subject to U^ appraisal, in most cases of k>an guarantees 
with conventional tenders, collateral Is not the Issue - cash flow Is. Therefora, the 
collateral Information is secondary. 

This one minor change would create accountability within each local office. They 
would have to respond trith a credit decision wtthin 30 days, as noted In the new 
regulations. It not, ttwy would be held accountable and have to deal with 
conaequettces associated vrith not performing their Job within the prescrlbad time 
period. This one small cliango wouM prevent lean appUcatlons from setting on desks 
of county FmHA empleyeea collecting dust. This proposed change Is small In nature 
but Bul)stantlai In p«)tentlal marfcetat)IKty of the Loan Guarantsa Program. The lack of 
partidpatkm m the Guarantaa Program in the past Is directly ratated to tlw unnecessary 
processing delays within the FmHA system. 

H Important issue that should be sddressed through 
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Valleij Small "Business "Deielopment Corp 



I also strongly support the proposed Indexation of guaranteed loan limits for counties 
wittt above average land costs, botli on Operating (OL) and Farm Ownership (FO) loans. 
In many parts ot the country, the existing limits are loo low to be useful and productive. 
With ttie proposed changes, each county would be adjusted accordirfg to their own 
unique area rather tttan compared to the standards of another county In anotlwr state. 

Specifically, the agricultural Industry In my area is highly Intensified as the San Joaquin 
valley Is the food basket of the world. Due to Hie nature and cost of permanent 
plantings, a relatively small farmer of 40 acres cannot quality for financing due to the 
low dollar limits currently set. 

If rectJtIed, I can see a new Interest developing in the guarantee program. There Is no 
reason why the guarantee progiwn cant be a profit generating program for the United 
Slates Government. The Interest from commercial liankers and the Farm Credit Banks 
exlsts...we need to establish flexibHlty within the system. This proposed change 
certainly makes the guarantee program attractive to the lenders, but more Importantly, 
this change Is necessary b> Insure ttie survival of the medium tize farms. l.ook at iNs 
statistic - ' California Is the number one farming state. However, due to the low credit 
limits set by FmHA, it ts ZOth in total dollar volume use of the FmHA Guaranteed 
Program and Is 4eth wtten compared on the basis of proportionate use (size of the 
guaranteed program use vs. Size Of ttw ag Industry). 

Secondly, vesting ot real property In tlie operating entity name as II Is required on (FO) 
Farm Ownerattlp krara creates a myriad of problems (or lenders and ttorrowers alike. 
In most partnerships and corporatlans, tlw land is commonly vesttd In one of the 
principals name (I.e. the parent's name) rather than the operating entity. As such, they 
are not eligible for financing. In the case of the prudent farm entrepreneur who has 
transferred the title to his property to a jrust In order to minimize tax consequences to 
his operation, he tiecomes vkitim to procedure as FmHA does not allow any loans to t»e 
made to trusts. I personally have turned down more potential loans due to this one 
requirement In procedure than any other provision cited. 



neflnance debts subject to the following: 



(H) The lender wlll verify ttw need to refinance all secured debts ani major 
unsecured debts. The unpaid balance on the debts to bt refinanced will 
also be verified. 

* As Uken from tlie CalHomla Farmer 
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Valley Small 'Business Tfei/elopment Corp. 



It does not spetdly that you cannot refinance real estate equities to re-establish 
woridng capital wtlhin your operation. Yet this Is a key Issue virfth many oT the tianks 
dial Vafley is associated with. Many local flnandng InstltuHons require a 2l)%-30% 
maroln requirement lor crop financing. There are very tew real estate lenders active In 
this area - the marVet Is |ust rtoi available. Many farmera come to Valley since we also 
at* ttw lender of last resort and our margin requlremeittt on real estate loans are less 
than the Farm Credit Bank or the eommerdal lendere. However, we are unable to 
■aaisi these farmers due to tlie lack of a better definition of wotUng capital In 
procedure. This point has been discussed In depth wHh local, state and federal FmHA 
officials vrith a variety of Interpretations, t have presented It for appeal and am awaiting 
a decision form ttie National Appeals staff - see Case Study III for detail. 

Also, the lenders lee paid to FmHA should be reduce 10 1/2% (.5) rather than 1% as It 
siarMis today. Due to the proposed decreased paperwratV, reduced analysis and 
servicing requirements, why should ttie borrower continue to pay 1%. 

ArNither Issue of concam Important to Valley's lending program, as well as, several 
hical coDimurrity Iwnks and lending Institutions Is concurrent approval for the certified 
lender program for all Farm Ownership (FO) kians. The bulk of Itie financial need and 
Merest by tite borrower ar>d bank's demand lies in the FO program. Congress should 
ivaliae that these loarts are historicalty better collateraHzed, lesser risk and more 
proiltaWe than OL loans. These kians are also easier to service and monllor by both 
Hie FmHA office and the commercial CLP lender, if Congress wishes lor the program 
to be successful, then they need to approve the 01^ program lor all facets of FmHA 
pcograms. With only hall ttie program earmarked for the certmed program. It Is like 
FmHA is Jumping out of an airplane with only Italf • parachute...lt just doesn't make 



CASE STUDY I 

The (Stciease's are farmers and FmHA borrowers in Lemoore, California. They have a 
problem that is similar to a lot of farmers In the United Staiss.„FmHA has a blanket lien 
on all real estate, crops and equipment (FmHA rsquires a blanket lien on all available 
co te ter a i). This blanket lien exists sven though the GUcrease's dM not obltf n short 
term credit on their crope and equipment The blanket lien causes the most problems 
every year as the Olicrease's seek their annual crop finarwing nee ds . A subordination, 
II approved, allows the primary iinarwing InstHuUon a 1st ilan position on crops and 
equlpnient - in return for the funding necessary to grow Ihe crops. H ttw subordination 
Is not approved, the grower can not obtain flnandng to grow the creps and the existing 
FmilA would go into deftiult as the farmer could not generate monies to repay his debt 



Host convetHlot m laiKlers handle subordinatiens In a rubber stamp method. A banking 
iTMlltiitkin really has no etwlce but to approve the subordination. A cursory rsviaw 
1114 be necassary but certainly a complete loan analysis should not be required. 
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A copy of a lener !■ anckwed wIVi tMs package of ttw taratanwnt thai we, as a lender, 
must endure M obtain a standard release andAK subordhtaUon for crop flnandng. 
Under current procedure, a release of collaieral la not pennltted at all, even though the 
FmHA loans are well aeeured (as per Jeff Dteiz, Fanner Program Specialist, State FmHA 
Office - California). A subordination request complete with s required forms must be 
submitted to the local county oftica as wall as the state office every year. In 10B2, Ihe 
•nure process required 55 (toys, 20 houra of my time and countlesa man hours from 
Ihe FmHA staff. Thia aulMrdlnatlon proceas had already been approved cvller In 1992 
ortce. The second time, as enumaralad above, and now hare we go agalnl 

n behalf of the government, private Industry and the 

Hacommcndatlon: 

1) FmHA should nsl be required to take a blanket lien position on alt avallsble 
collateral on any future direct or guarantee loans. Lending standards call for 
proper and adequate collateral for the loan requested. 



CASE STUDY II 

Howard Moran of Coallnga, Callfomla naeda moniaa to refinance existing debt horn 
Wells Fargo Bank due to a balkxKi payment due on his ml iitais loan made In 19BS. 
Apptlcam can not ol>taln financing from cwiventlonal lenders becauae It is located In 
WeeUsnds vnter DIstncL Although, appllcam ha* a daas II water altotmsnt, hs also 
haa a secondary source of walar through deep w«lla on iha aubiact property. 

Was totd Initially by the local FmHA ofllce that they couldn't help hi 
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(4) One of ttw Individuals has comtnerdal lots that haw iRtla marketabtllty or value. 
However, ths Initial loan officer's response was to liquidate these non essential 
assets prior to the Inltiatton of the loan. H ttwy were rmt eliminated, the loan 
couM not lie processed. 

The first obfectlon could be ellmlnatad through leglslatton proposed under HR221 1. 
Secondly, H the FmHA loan officer researclted the propossi more comprehensively, he 
(vould iMve discovered ha could liave structured one loan of $200,000 to each 
IndlvlduBl • therefore not exceeding FmHA existing regulation. 

The second point Illustrates the conflict In procedure regarding vesting of property as 
long as there Is sufficient collateral offered either through the operating entitles, 
guarantees, trusts, or third party pledges and that collateral la properly secured, there 
slwuld be no dltlerentlatlon as to liow property Is vested. 

The third point Is one of Interpretation. I can find nothing In procedure Itiat states this 
point specif Icatly. However, many county office personnel came up with this objection. 
Further clartficaiion Is needed here. It should rtot matter how the debt of the property 
Is vested. H It Is a lien against the subject pn^wrty, then It belongs to tliat property. 

The fourth point of non-essential assets has already become an obsolete point on most 
FmHA programa with the exception of the FO program. Common sense would dictate 
to tiie prudent lender when or wtien not to require the llquldatton of otfwr assets. 
However, the point Is the lender and FmHA slwuld have the flexibility to make that 



As It stands under current procedure, this Coalings farming family wfio has farmed 
Sirtce tlie 194a'8 stands to lose all of th^lr farm property. The lender of last resort 
(FmHA) due to an Inflexible operations, manual (procedure) has let anottier deserving 
family fanner slip through the cracks. 

HECOMWENDATTON : 

1) Raise loan limits according to the recommendations of HR2211. 

2) Eliminate vesting of real estste aa a requirement for loan eligibility. 

3) Eliminate any dealgnatkin or limitation on refinancing requirements. 

4) Eliminate the reference to liquidation of non-essential ai 
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CASE STUDY III 

Rising Farms, s fsrmlng pwtnsrahlp In Tipton, CsllfonilB sought reflnsndns hmds on 
an FO loan from Valley to reflnancs debt owed to Vwlr primary crop financier, FtCO Ag 
Cradtt. The loans were to be amoniiM over 30 years srith a 15 year balloon. RCO Ag 
CredH was maidng a demand on their daU. The and raault of a flnaHxailon of a FO loan 
MPOuM be RWng Farms would have the neceaaary 20% margin to quality tor 19M crop 
flnandng. The local county ottica denied financing dting" tlw use of Guvaniaad Farm 
Ownership loan funds for working capital la not Inotudad aa an authortzed loan purpose 
In FmHAInstructtan1980-B, Section 1980.180<C}. Well, I can't see where the use of 
losn funds for worMfig capital Is specifically excluded from procadure. 

"nils case Is currently on ^ipaol. However, this example dearly daflnea a weakness In 
the provlshin In procedure.-you cant leave aonielhlng this Important and complex up 
to interpretation. Alao, Vw FmHA administration can't afford to axciude this Important 
vehlde for a farmers financial health. 

RECOMHENDATIOH: 



Improved credit approval tumarourMi time from the local FmHA ofncea would be the 
most Important change in the l-oon Guarantee Proeram aince lis IncaptkXL With this 
minor alteration, the FmHA Loan Guarantee Program certainly could attract new 
parVcJ pants, aUmulata more capital for American agricultural aa wall as the ecommy 
and perform the function for whhrh FmHA waa created - to "SERVICE- the agrtcultural 
Industry In America. \ 

I wouM appreciate your aupport and aailatanea In the racommandaUon of thia change. 
I have long been an advocate of FmHA progiama artd the agrtouHural mduatry. H you, 
oa a rapreeentadve ol American agrlcultura, are ea ooncamod aa I am, about the tack of 
avaRabIa fbiandng to the smott temars of IMa nation, than wa need to work togsUw to 
promote thaae amall chs nga a m the tagulailona wtMi will Im a potenttally banoflelal 
ctnnga for the FmtIA ayatam and Loan Guarorttao partldpanta. 

Thnak you for allowing ma the opportunity to be InvohMd In thIa hearing. 

Yours truly. 




cultural -B 
(AttachMUti follow:) 



)y Google 



106 
Valley Small Business Development Coip. 

A Business and Financial Companjf 



fkwtdrv from RCO Ag CradH and rwimm of Vm UCC-1 tlHna en era** on Jtfny A. 
QHcnM*: 

1| Con^MM Ntd ilgnM PmHA 410-1 AppHcMlan lor FmHA SmvIcm 

2) Con^MM wid (Igmd PmHA 431-2 FVBI 4 Honw Ptan for 1M4 

3) ConipMad and MgnadFmHA 431-2 Frnnl Horn run torinSacbMlKieanH 

4) ODmplMMMd«lan*dFmHAiMa-i AgrMBMnt tor «• Um ol Prow** 

5) CGmpliMd and ilgwd FmHA 41<H Prtmj »Bt 

T) Ldwi PrepMri tor HCO Ag CndR 
Q BudgM k Cwh Flow 



13) SunHWfWIHfVlnnHMa<^UPOI>MA*3»i*(IW)2«»4IU<RUC(]Ot)16»4IO 
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14} ASCSWOrkshMl 

1S) Laaw AgnMiwnt - ClHk 

Ttw primary financing of S2ia,000Nr» be provided by RCOAgCradIL Howaver,) 
Smtf Duiln— wMI ba eupporUng (We requeW with a ao% loan guwwrtee. Wean 
- raquMOng a ruH relaaaa of your UCC-1 filing on cropa lor hm rweoni; 



3xd T/D - m/i 

Kat. A.V. 4323,000 

lM»: lat T/D - na ( 1(5,410) 

: 2nd T/D - T.». I O.OQOl SfflLJU 



K»t. Colletezal Maxgin «303,e 



ThnalaoftlwaMenca. Wta requaat yoUr limnodMe aMntion to thie mattir ailM 
aubonMnaUen muM ba (Inalbad by yaar artd. 

It ]mu haw any quaailorM or ahouM you requb* lurthar Mormatlan, plaaae caN m 



rouratruy, 



ce: RCO Ag CrodH - Kan BWInga 
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nsamaa «ia ch^ub dt. , st*. d 

HCHI HaaEoEd, Ol »32M 

MBICPI-TDBE HMIMISmTIOR (1091 Sa4'S13T 

FU (1091 SI4-IT1S 
Offia Houn RtOO-ttOO 



TaCfny Qilonua 



is inaovplota . In ordar for EMD 
infoiiBation should ba lulinltitad t 
doya, Qotiabar 27, 199J'. 

1. Ipplioanta, JafCray and Karan Cilcraais to oonpleta ita^ 

( 11, 16, and 17 of foEiB tta tlO-1. Itaai 111 rafenncaa an 
attachad lobadule. KoHWar, tha attaobad achadula varlfiaa 
■82. S accai »nUd liutaad of tha IkS aciaa olBtai«l In ItMi 
110. ftlao. tha attaohad aehadula varlfiaa SIC, 9 cnrap aocaa 
rantad Inataad of tha 796 aeraa clai>ad In Itaa 110. Plaaaa 
ozplain diaorapancy- Itaai 116 naada to ba ooavlatad, 
•ipaoially tba aaount of loan rwiuaatad and tha opaEattxis 
-. .^ ^^ ^ paid [raa thla loan. 



>5,000 In aavlnga or ohaoklns aoc 
Craan obop racaivablaa of 13,750. 
Final Codon advano* of (l.tOO. 
1993 laailiiliii KSCS balano* of (3 



9. Valua of *Z9t,S00 

10. Valu* of na ooop ateok - tia.l.. 

11. Valua of Coop catalna - ttO.OOO. 
11. Valua of 100 aona and raaldaiww 

13. Dabt to ttastarn Cotton OrwaEB - 

14. Dabt to FLB - •16S,410, 

15. Dabt to Tranaaaarloa - (63,000. 



lBrin»n,^iHHHrt. iwi)mi.jit.-liw 
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■ aHployiiant, if nty. Ceaplat* 
L or oth*E IntonBBtioii eonoamins 



Erodibla Land and Hstland Csn 



. (Hiut Dontmln 



■nt*d by Jaffcar and Xaian Oilsi 
Thii nquins Uw appllaant to provid* ■ Fszb ID-tOlt or U-103ea 
to tha kSCS if not prvieusly lulaiittad. 

Font FnHK 19kO'2D, 'RaqiwBt for Bnvimiaontal lafonBation" on ali 
land ovnad and rantod bv Jaffray and Karan Qlloraaaa, 
roiB Pmin h40-31, "Ba<iueit for Stataaant of Dabta and Collataral." 
For aaourad, luch aa Fadarai Land Bank, Transaaoxica and Waatam 
Cotton Orowara, aa major dabta. Tha raviaad foxn ^40-32 ahouid ba 
cOBViatad in it* onticaty, both front and back alone with eraditon' 
■lanatur* and data. 

Jippraiaal of Collataral. For loana to ba aacurad by obattal 

pcopacty, Wozm TtHh kkO-11, "Appraisal of Chattal Proparty,' for 

fan aquiiaant and nadiinavy ounad by Jaffxav and Karaa 011a ~ ~ 

Only do thia. it thia will ba takan aa suaranCaa oparatinf 1 

aamrity. 

ftotual financial infonaation lor 1*93 to Inoluda inoo 

Production hiatory for the pait S yaara on all land o 
rantad by Jaffray and Kaxan Ollocaaaa. 
CuTXwnt fiaanelal oondition, if*3 Fara and 

coaiplatad In ita antiraty, Jboludins balan _ 

ajipanaaa for 1193 to lZ/13 rftbar than to S/*a. Iliia la 
naoaaaary, alnoa tha 199S Fana and Hoaw Plan prolaotad inooaia to 
13 /t3. 

Proiactad orop production for 1993 on all land ownad and rantad by 
Jattray and Kacan Ollocaaaa. 

ProJactod orep pceduotlon (or 1994 on all land <waad and rantad by 
Jaffray Oilcraaaa. 

Monthly crop inooaia and axpanaa atatiaant for 1994. Ihia 
□aati tlow a 
ahouid inoluda c 




of Sxhlbit k 
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written Isase tiom Bscry GilorsBas rsaardini 3 
piBfch»»»d from at«w«rt Clark. If ■ written Ic 
obtainabl*. a ■tatemsnt settlna forth the tem 



Hubanki, Ruth House, end Zola flory. 

Foxm AD-LO^B, "CartLfioation Regarding Debarment ,. 

■ ignad by all applioanta. Jeffrey and Karen Giloro 
obtain the eignatura of daalera or euppliorb for ea 

transaction that is (15,000 or mors. 

EKhtblt (1-2 to FlnHA Instmiolion 19*0-0 for all luar 
exceeding (ISO. 000. 

Mho. is RCO Kg Credit? 
vide a coiivlets request to FmHA, then we uill further 






I.att*r fron lender 



3. Certification that the loan funds will not be u«ad for any 
purpose that uill oontribute to axoassive erosion of highly 
erodible land or to the conversion of wetlands to produce 
an agricultural coninoditv, as further explained in Exhibit H 
to Subpart G of Part 19*0 of this chapter. This requirsaaant 
will be monitored throughout ths tsnii of the loan. 

*. Fom FH» »«0-2 Calif. Subordination by tha Government, 
completed by the lender. 

5. Fern FmHA *31-1. "Fain and Home' Plan" for 199*. which will 
show the subordination and repayment. Klso. Form FmHk 431-1 
"Facsi and Horn* Plan" for 1993. 



r Siibordination" conipleted 
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by JaCfray and Kaxwi Giloraaaa. 

T*xa> taS oonditlona sf tha RCO At Cradit loan 

Font klO-1. "Applioatlcn for 



. ram 1962-1 -Raquaat Cor lua of Pncaadi/RBlaua of Chattal 
Saomity" . 

• J*tfr«y and Karan Siloraaa* slin na« aaoui 



Aia Fadatal Equal Cradit Opportunity hot prohlbita oraditor* frcxi 
diicrininatins aaainat cradit appLLcanta on tha baaia of raca, color. 

[provided that tha appllgant has ths capHclty to antec Into a blndlns 
aontractl. bacauaa all or part of tha applicant'a ineona darivaa front any 
public aiaiatanca program, or bacausa tha applicant hai in food faith 
axarciaad any light undar the Conaumer Cradit Protaction Kot. 
Itie Tadaral «Kanoy that a^niniatara oonpllonca with tha lau conoaming 
thla oradltor i* tha Fadaral Trada ConBilaalon, Equal Cradit Opportunity, 
Haahington, D.C. 30580. 



If you hav* any q 
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'pHEpARMCREDITCOUNCIL 

JO p STXEET. NW • suns 900 • WAfMNOTON. DC 10001 - 3tn/626-t710 



Octobvr 28, 1093 

TIm Honorabia Olem EngBah 
Chabman 
Subcontminaa on Envkonmanl, 
Credit and Rural Dvualopmant 
U.S. HouM of RapTMantatlvM 
Waahlnglon, DC 20515 

Daor Mr. Chairman: 

Thank you for ths oppodunlty to provida our viMva on H.R. 2211 , Vw Aorlcultural 
Cradit Opportunity Act ol 1933. The Fami Cradit Syatwn haa long wofkad in 
partnarahip ¥rith Iha Fannara Homa Aitnlniatration through ta guarantaad ban 
programa lo anaura m adaquaU supply of cradR to our naUon'a farmara and nnehan. 
Wa support afforta to provida tha prograni wrtth naadad llaidHlty to adapt to tha 
ragional dMarancaa In agricuHura. 

Tha diangas caDad (or in H.a 221 1 nnould ramova knpadhianta to fuNar uaa ol tha 
FmHA guarantaad loan program. Currant ragulationa daqualfy eartaki aagmania of 
family faimara from paitidpaUon In tha FmHA guarantaad loan program. For axampla: 

■ Rastrtdions on tha numbar of ful-tfcna amptoyaas a tamly (arm can hava 
ditcriminatas against fannars produdrtg iat»r Manaiva crops wlw naad mora 
than two (ul-tima halpara. 

■ ProhbUona praducSng a guarantaad loan appMcarri from antarirtg Into an 
agraamanl wBh shippara wlw ahara in tha procaads ol tha aala ol tha 
appHcanta crop aKmhata many smal tarmars whoaa aconomic aluallon forcaa 
tham to ahara Iha riak of thair oparaUon and aaak halp In tranaportlng thair 

■ NaUomrida ImKatlcna on tha ruanbar of acraa an appBcant tor tha guarantaad 
program can farm and tha amourrt an IrtdMdual (armar may borrow do not 
racognba ragkmal (Hftarancaa In tha coat of producUon and siza o( oparation. 



L &rvui| TV f onn Cradir SlMHM 



oyCoogle 



Mr. Chakman, thank you again tor tfw opportunly to provfda our oonunanta. Aa 
ahvaya, wa look tonvard to workhg wRh you and otiwr mamban of Iha ai ' 
aa you eonsUar this knpoitant lagWatlon. 



h»U^^Mc^ 



Praaidani and CEO 
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